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PREFACE 


Credit IS important as much for agricuiture a» 
for industry. Agricuitura! credst is net. however, 
organised so well as credit for industry. Scientific 
discoverie\ technical improvenients and the growth 
of transport have brought abcut changes of far- 
reaching significance in ever) field of ecorotme 
activity during the last one hundred jear' Science 
has been applied to agriculture also. Hence the 
farmer requires considerable funds for current 
agricultural operations, for rhe marketing of crops 
and also for making pern arent improvements in 
land. In countries like Denmark. England, Greece. 
Roumatua, Poland. Lithuanu. etc . steps were taken 
by the State to enable persons of small means to 
buy agricultural holdings which they cculd them* 
selves cultivate. Encouragement has been given 
everywhere m Europe and m other continents also, 
to the development of small family holdings. Hence 
resort to adequate credit facilities became neces* 
sary. 

The question of agricultural credit was raised 
by the Assemblj- of the League of Nations m 1937. 
It invited the Innancial Organization to studv 
problems of agricultural credit and insurarce 
Later M. Louis Tardy, Honorat) Director-General 
of the Caisse Nationale de Credit Agricole. Pans, 
was asked.to undertake a study of the problems of 
agncultural credit in various countries. His report 
is a classical document on the subject ; but as the 
Financial Committee observed. M. Tardy had 
“mainly in mind the credit problems which present 
themselves when a primary object of social policj 
IS rural resettlement, including the adaptation of 
agriculture to the cordittons created by more or 
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less recenc changes in land tenure, or when the 
object of such policy is to afford support or relief 
to the agricultural populition” 

In India agriculture is backward and requires 
improvement Smallncas of holdings, defective land 
tenure, want of capital rural indebtedness and 
absence of the use of scientific methods of cultiva- 
tion arc the main p obicms of Indian agriculture. 
Agricul'-ural yield IS low and It must be increased 
These improvements require a suitable system of 
agricultural credit Dr Voeicker in 1889, the Royal 
Commission on Indian Agriculture m 1928 the 
Central Banking Enquiry Committee and the 
Provincial Banking Enquiry Committees tnfer alta 
have paid attention to problems of agricultural 
finance in India Raccntly the Agricultural 
Finance Sub Committee was appointed to consider 
the subject of agricultural finance. The various 
reports on the co-operative movement in India and 
indifferent provinces have much to say on the 
necessity of suitable agricultural credit facilities m 
the country. 

An important aspect of agricultural credit 
relates to the port that the Central Bank or the 
Bank of Issue of a country should play in the 
organization of agricultural credit This aspect 
has not received as much a tention as it should It 
IS necessary th^t the amount, the form, and 
the uses of agricultural credit should be adapted to 
the basic trends affecting world agriculture and to 
the particular conditions of agr culture in a country. 
The Central Bank of a country can influence the 
methods and machinery of agricultural credit to 
suit the particular conditions of agriculture in the 
country concerned 

Attention was paid to the question of the assis- 
tance to be giv^n by banks of issue in lespect of 



agricultural credit by the General •\'^'=emblv of the 
International Commi'^ion of Agriculture in its 
meeting at O lo in July 1‘536 Ir undertooh to 
present a report on this imporranr que'^tion at the 
Seventeenth International Aencultural Congress 
at the Hague in June J^37 Another publication 
of the League of Nations entitled VfJiwm-rffm 
Credit to Indu-^try points out that the relation 
«hip between the Central Bank and the whole 
organiaatii-n of agiKuhuial credit rajse< difficult 
problem and it '^ugge'^is that the con Tucti^e 
contribution r the problem would be a critical 
'tudv of the r^Ja ion bip between a'^riculrursl credit 
'T'tems and tne credit ^v eos in g«.neral including 
the Central Bank 

Accordin'^b, I h^^e \entuTed to «cudv the 
telanoaship berween the Re«er\<. Bank of India 
and thv afiricuirural credii ■ws.tcin of our country I 
bare tried to <rudv the part that the Central Banks 
are plaring in the organisation of agricultural 
credit n other countries of the world and the part 
that the Re«er e Bank of India i phving and 
should plar in our counrrv A perusal of the chapter 
dealing with the Bank of I'sue and Agricultural 
Credit would indicate the importance attached hr 
the Bark of L'ue in different countries in p’-oi iding 
and organicing agncultural credit facilities In the 
light thereof, I have made 'Ugee'tionc with regard 
to the a® isfsnce which can be rerdered bv the 
Re«er\e Bank ot India in re-pect of the p’T3\i ion 
of acncultural ciedit fa ilities to «uit the conditions 
of Indian agnculture The Re«er%e Bank of India 
can function as a true central bank onlv when it 
can roobilire the latent financial re ource of the 
country for agricultural imptovementi For thu. 
purpO'e all the banking and credit in'umtions of 
the countrv wbith are now out dt ita purview 
must be brought within Its ambit. Its Acncultura! 
Credit Department mu'T be entru'^'ed with funds 
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and the possibility of opening a long terra mortgage 
department should be favourably considered The 
provisions of Section 17 of the Reserve Bank of 
India Act should be liberally interpreted 

I studied in the Reserve Bank Library in June 
1945 and the authorities of the Reserve Bank of 
India gave me all possible facilities in this con 
nection The Officer in Charge of the Agricultural 
Credit Department and others concerned were 
very cordial and I am grateful to them for the help 
they gave me in my studies From time to time I 
have also been writing to them for information on 
the subject and their response has been prompt 
Through the courtesy of the Finance Department 
of the Government of India I was allowed to study 
the reports of Sir M L Darling on Co operative 
Movement and on the constitution of the Agncul 
tural Credit Department of the Re«erve Bank of 
India which were presented to the Government in 
June 1935 and which are treated as confidential I 
also wrote to Sir Manilal B Nanavati and to Sir 
Chunnilal B Mehta and I am grateful to them for 
the information sent to me For the study of 
conditions m foreign countries 1 have utilised the 
reports and Acts of foreign central banks while 
for Indian conditions I have studied the various 
circulars and bulletins issued by the Reserve Bank 
of India from time to time as al^o other material 
bearing thereon. 

I addressed a queshonnatre to foreign central 
banks «eekmg information on the part played by 
them in providing agricultural finance There was 
good response and the material supplied has enabled 
me to examine foreign practices in the light of that 
information to see how far they can be applied to 
Indian conditions with the necessary modifications 
I am very grateful to the authorities of foreign 
central banks who supplied this information I 
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have given, extracts from the replies received from 
foreign central banks as Appendix B 

I also studied a number of books and reports in 
preparing this thesis, which have proved very 
valuable, and I express my grateful thanks to their 
authors 

I hope that if this work of mine were to see 
the light of day. it might be helpful m throwing 
some light on the subject. In that case I would 
regird my labour amply rewarded 


Meerut College KRSHNA KUMAR SHARMA 
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CHAPTER I 

INTRODUCTORY 

Importance of Credit in Agriculture 

It IS not possible to carry on modern produc- 
tive enterprise without capital owned or borro- 
wed, which can be used to assist the various pro- 
cesses from the very first step in production to 
the final stare of consumption Each step m pro- 
duction IS facilitated and rendered possible by the 
availability of capital Instruments of production 
must be made available, and stocks of goods m 
various forms from the raw-materials to the fini- 
shed product are necessary m order to maintain 
continuity of output Agriculture is no exception 
although there are special elements in agricultural 
organisation which distinguish it from other indus- 
tries These special features of agriculture must be 
taken into consideration in assessing the Value of 
credit system suitable for the industry In fact, 
the general problems relating to credit are practi- 
cally the same m agriculture as in other indus- 
tries, but the differences m degree are so great as 
to constitute a special rural credit problem and 
to require separate study One of the peculiar 
features of agriculture is its persistent smdil scale 
organisation. There is a tendency m other indus- 
tries towards concentration in units of expanding 
size, but agriculture remains scattered and indivi- 
dualistic The result is that as a producer the farmer 
remains dependent upon his own rcsourses The 
savings of the general community are generally in- 
accessible to him. 
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Special Features of Agriculture 

In agriculture, the turnover of working capi- 
tal IS slower than in other industries Agricul- 
tural crops can be harvested and sold only period- 
ically, but in other industries goods can be sold 
from time to time In other industries processes 
of production can be speeded up by shift system 
overtime work and by other methods but it is 
not possible in agriculture 

Agriculture depends mainly on the resoutces 
and administration of one man It requires constant 
and whole-time nursing It is not possible for a 
tenant farmer to leave his field at any appointed 
hour It IS not possible to reduce output in agn 
culture when demand decreases and prices fall in 
times of depression The farmer is not only an 
entreprenuer but he is also the principal labourer 
of his enterprise Mainly he employs the labour 
of the members of his family He cannot, there 
fore cut down costs by reducing labour Thus pro- 
duction goes on in agriculture in spite of depres- 
sion in prices That is the reason why the prices 
of farm produce fill more than the prices of manu- 
factured goods 

Fluctuating demands for capital are a feature 
of farming The greatest fluctuations m capital 
demand occur in working capital The period bet- 
ween the first step in production and the ultimate 
marketing of the farm produce is often long Costs 
are incurred in preparing the land providing raw- 
materials such as seed and fertilizers paying wages 
providing food and clothing and for other pur- 
poses associated with the processes of production 
before the actual returns arc received This time Jag 
IS more pronounced in the case of wheat and other 
annual crops but it is far less apparent m dairy and 
m certain type of vegetable products where returns 
are more frequent The period between the gather- 
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mg and the actual marketing of the produce is long, 
particularly where the farmer desires to hold his 
produce till a favourable market Hence a great 
deal ot capital must be laid out m meeting costs of 
production and marketing before returns arc 
received. 

There are vagaries of weather and markets 
There is risk of diseases and pests Hence the far* 
mer unlike the manufacturer m secondary' mdus* 
tries, can seldom forecast with any reasonable ac- 
curacy the extent of his returns Disease ot weather 
conditions may affect the operations to such an 
extent that the returns may fall below the outlay 
On the other hand, a bumper season or a particu- 
larly favourable market may give returns m one 
season which considerably reduce the demand for 
capital for productive enterprises in the nett 
season ' This pcrsisrant variation in returns causes 
continued variations m capital necessary to provide 
for the costs incurred in the ordinary processes of 
production and marketing There arc differences 
m sisc of farms, in the opemtions carried out on 
them, m thair tenures and m their climatic location 
There are also differences in organisation on the 
farms, in the degree of establishment and in the 
processes of marketing and distribution Thus diffe- 
rences occur from district to district arid even 
from farm to farm within a locality. Thus there are 
great variations m the demands for capital and the 
needs of each individual property must be separa- 
tely assessed. These variations will show the 
weakness m farm credit 5)’Stem which separate the 
source of long-term, intermediate and short term 
capital or which fix rigid terms of repayment 
applicable alike to all cases. 


) Ttg» t, fiab lUport tfa» Ban] Il»e(> 09 lrDeU 9 n Oi»uoii»<jon of 
AnsIrilU, ms. 
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Features of Indian Agriculture : 

In India tlic special characteristics of agricul- 
ture must be emphasised which should be taken 
into consideration m evolving a suitable credit sys- 
tem Agricultural holdings in India arc small and 
fragmented The produce from land per acre is very 
low Cultivators are ignorant and illiterate In many 
places the rights of cultivators in land have been 
so restricted by custom or legislation that practi- 
cally no security for credit is available Agriculture 
m India is earned on more as a mode of living 
than as a business proposition. 

These factors must be taken into consideration 
in evolving a suitable credit machinery for agricul- 
ture Hence It follows that any system for a 
provision of credit for farming would be required 
to serve a wide variety of needs ’ A type of cre- 
dit service suitable for dairy farming may not 
meet the needs of sheep farming or the 
mixed farmer The tarmcr, who is developing his 
farm, may require different treatment from that 
given to the farmer whose farm has grown into a 
commercial enterprise A mortgage institution 
may not meet the requirements for equipment and 
working capital, and it would be no use to the te- 
nant farmer or share farmer There are demands 
for long-term loans, for loans for intermediate 
periods and loans for «hort periods The con- 
venience of borrowers may be met in different ways 
according to the case and the circumstances The 
type of security available, degree of Insk involved 
and the nature of the operations in the produc- 
tion and marketing arc factors which require 
varying arrangements 
Elasticity of Credit : 

A suitable credit system must provide elasti- 
city of credit Up to a certain point the need 


I nid pt{ft It 



INTRODUCTORY 


5 


for capital usually remains more or Jess stable. 
Above that point, the capital outlay will fluc- 
tuate according to seasonal requirements and con- 
ditions A farmer may be able to provide all his 
capital . but if he retains m his business all the 
required capital, he will have idle funds at diffe- 
rent periods. He cannot invest the idle funds 
It li, therefore, necessary that the cultivator may 
rely on credit for hts fluctuating needs. 

Forms of Credit 

The credit needs of farming may be considered 
with reference to objects period of time and secu- 
rity Each of them is related to one another Short 
term credit is requited for current expenses of 
production and for the marketing of crops In this 
category are also included the expenses ot maintain- 
ing the farmer and Ins family until crops are sold 
Crop production loans relate to the purchase of 
manures seeds and the like There are four mam 
requisites of short-term credit according to the 
Madras Banking Enquiry Committee’ Firstlj, 
such loans should be made available m small sums 
spread over a period of about nine months and they 
should be repaid from the sale proceeds of the crop 
Secondly, the loans rotst be made available at short 
notice to enable the cultivator to undertake opera- 
tions in time Thirdly, the amount must be ade- 
quate Finally, the rate of interest must be reaso 
nable ; otherwise cultivation will not be profitable 
The CO operative agency is the most suitable machi- 
nery for such loans Short-term advances for 
marketing the produce are made so that the culti- 
vator may be able to withhold crops in anticipation 
of better prices According to the Preliminary 
Report of the Reserve Bank of India, this type of 
credit should be regarded as an important part of 
banking business , but commercial banks arc not 

1 PcMfripbi 139 isd ISX of Ibe Sfporl, 
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handling this business to a very great extent be* 
cause of the vagueness of marketing conditions in 
the country. Mostly this business is done by the 
indigenous banker or any importing and exporting 
houses with upcountry agents. The most suitable 
security for this is personal security or the promis- 
sory notes of the borrowers. Warehouse receipt 
representing title to crops held m store is a suitable 
security for marketing credit 

Intermediate credit is required for purchasing 
cittle and implements Usually this credit is 
required for about one to three or four years It 
cannot be repaid out of the proceeds of the current 
year’s crop The common secunry m this case is 
the form of titles to the ownership of property 
like bonds, insurance policies) and the like They 
are not, however, developed in our country. In 
India the period of such credit must be put up to 
five years. 

Long-term credit is required for a period vary- 
ing from three to thirty years for purchasing land 
and making permanent improvements It is also 
required to repay past debts. According to the 
Preliminary Report of the Reserve Bank of India, 
“the last IS the most important and if any effective 
steps arc to be taken to make the agriculturist cre- 
ditworthy this IS the first problem which must be 
tackled' One of the essential features of long- 
term rural credit is that the money borrowed 
should be sufficient to enable the cultivator to carry 
on his business, and secondly, such loans should be 
repayable from the margin of profit of the holding 
of the cultivator without starving his current 
needs Long term credit machinery can be called 
effective only if the cultivator has not to borrow 
from other sources and he is not compelled to sell 
holdings to repay the loan. The maximum period 
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allowed for such loans is 30 years in Finland. 42 
years m Australia, 54J years m Austria. 33 years 
m Chile. 33^ years m New Zealand, 60 years in 
Denmark, 63 years in Hungary, 61) years m Italy 
and Japan, 57 years in Switzerland 68] years 
m Ireland and 75 years m France ’ In India 
unfortunrtely no clear distinction is drawn bet- 
ween loans required for short and long periods. 

It IS thus clear that the threefold classifica- 
tion of agricultural credit based on objects, period 
of time and secutitv is interdependent. In fact the 
period of loan is of great importance to the farmer 
from the point of view of security and convenience 
The capital thus provided must be available to him 
long enough to cover the period of production for 
which u IS required and to enable repayment out 
of income If he is obliged to renew the loan be 
incurrs extra costs, and if the time of renewal 
happens to coincide with a period m which httle 
credit IS available, the cultivator may be embarras- 
sed by difficulty in getting renewal or may be 
charged exorbitant rates A loan obtained for 
seasonal operations may also prove embarrassing 
if it IS repayable on a fixed date. The crop must 
be ready, but market conditions may be very un- 
favourable Hence the farmer may be compelled to 
sell his produce at a low price to repay the loan. 
Alternately, he may have to pay unreasonable terms 
for extension of time. This does not, however, 
imply that cultivator should be given unlimited 
extension to hold the produce from the market; but 
It does imply that credit arrangements should per- 
mit of a reasonable period m which discretion 
may be exercised according to circumstances Thus 
the period of a loan should not be rigid , but it 
should be capable of being adjusted to the changing 
needs of the cultivator 


llarfitV liartl Cr«4 t* p*e* 111 
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Agency : 

This brings us to the question of agency to 
supply rural credit It would be desirable if all the 
credit needs of a cultivator were met from one 
source. It would lead to economy and convenience 
for the cultivator , but in practice it i> not possible. 
An agency which can supply loans for short pe* 
nods may not be able to meet the long-period needs. 
In India of course the money-lender supplies all the 
needs of the cultivator . but this system is associa- 
ted with great abuses Short term credit needs can 
best be met by co-operative agency , whereas 
long-term credit needs can be met by 
institutions like land mortgage banks which 
should lend money on tlie security of landed 
property for long periods of time In England, 
long-term loans arc provided by the Agncultural 
Mortgage Cooperation at 4J per cent, rate of inte- 
rest for a period of oO years. In New Zealand the 
Dank of New Zealand opened a special department 
in 1933 CO provide long-term credit to the cultiva- 
tors. It paid 1\ pec cent, interest on debentures but 
charged only 6i per cent, per annum from the 
cultivators. The Bank more than made up this loss 
by getting the other business of the borrowing far- 
mer for Itself which would otherwise have gone 
elsewhere.’ In South Africa, settlers received 
assistance from the Land Ministry in the form of 
loans repayable in 40 years for purchasing land and 
for making permanent improvements in land. Thus 
special institutions have been evolved In foreign 
countries which specialise in meeting the short- 
pejjod jseeds and rissds oi sgticih- 

turists. 

Criteria of a Sound System of Agricultural Credit : 

Tardy’s Report mentions that a suitable system 
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of agricultural credit should confirm to the follow 
mg criteria * . 

(1) It should be granted for a sufficiently long 
period, commensurate with the length of the ope- 
rations which It IS designed to facilitate , 

(2) It should be granted at a low rate of 
interest , 

(3) It should be adequately secured, m order, 
more particularly, to avoid any abuse of credit fa 
cihnes, but the security should not be necessarily 
material, it should, if necessary, be in the form of 
a personal credit secured mainly by the borro- 
wers’ moral standing and (arming abilities, 

(4) It should be adapted to the average yield 
and capacity for payment of the farmers, particu- 
larly during periods of economic depression, and 

(5) It should be placed in the hands of insti- 
tutions, the directors of which have received special 
training and had actual banking eitperience 

Here we may point out that credit alone will 
not solve the problem of agriculture many country 
It cannot convert an unprofitable industry into a 
profitable one Credit may enable an individual to 
make certain operations pay which might not other- 
wise pay or might not otherwise be undertaken 
at all. What is necessary is that the cultivator 
must be made creditworthy Profits from agricul- 
ture must be increased by improving the organisa- 
tion of the industry The handicaps which im- 
pede cultivation roust be removed, if Indian agri- 
culture IS to be put on a sound footing As 
observed in the Preliminary Report of the Reserve 
Bank of India. “'If the agriculturist is to get the 
credit necessary for the development of the indus- 
try, he must first be made creditworthy.’^ Thus 
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credit must be linked to the productive capacity 
of the agriculturists Credit alone will not solve 
the problem without adequate improvements in 
the economic condition of the cultivator But of 
course, given that, credit facilities must be consi- 
derably improved, for their absence implies great 
handicaps in the way of agricultural improvements 
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our country great importance must be given to the 
problem of agricultural debt 

Since the reports of the Banking Enquiry Com- 
mittee no comparable all India review of indebted 
ness has been made but extensive surveys of pro 
Vinces give information regarding the changes 
that have taken place in this connection The 
Agricultural Finance Sub-Committee which was 
appointed in September 1944 appraised the pre- 
sent debt situation and it estimated the nature of 
the financial problem before the agriculturist in the 
post-war period It also indicated in a general 
manner how this problem could best be tackled 
According to this Committee The determination 
of the total volume of present debt was not an 
important preliminary for the work of the Com- 
mittee ^ It was however regarded necessary by 
the Committee to appreciate the nature of the rural 
debt situation in India before making its recom- 
mendations regarding the reconstruction of agricul- 
tural finance 

Two main events of the last two decades 
deserve attention Firstly, it is necessary to esti 
mate the effects of the agricultural depression of 
the pre war period on the total debt situation and 
secondly the changes m the economic situation of 
the cultivator during the War should be reviewed 
The burden of the debt increased during the 
depression period j 4 priory considerations lead to 
this conclusion It is also supported by information 
available from the enquiries conduced m different 
provinces According to the United Provinces 
Debt Relief Committee of 1938, the payment of 
interest and principal had been suspended all over 
the province New loans were made on a much 
smaller scale than before but they were generally 
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of larger amounts than those of repayments The 
total burden and the current charge in money terms 
relating to the debt on agticulturists had increased 
during the depression The report of the Bengal 
Board of Economic Enquiry of 1935 on rural 
mdcbtedr ess confirms this conclusion Comparing 
the burden of average debt m 1933 with the burden 
of debt in 1928, the report pointed out that the 
burden of debt had increased substantially m money 
terms It was also revealed that generally there 
was no surplus of income over expenditure The 
same conclusion was arrived at m the survey made 
in Madras in 1935 by Mr Satbianadhan 

Debt and Depression . 

It IS obvious that the depression increased the 
money burden of the debt during years immediately 
after its onset we cannot, however, say that ulti- 
mately the burden should be stabilised at higher 
values than formerly Many factors would exercise 
their effect on the situation Firstly, assets would 
change hands leading to the cancellation of the 
debt concerned Secondly the creditor would not 
be able to recover claims m full Hence there might 
be 3 considerable scaling down of debts Thirdly, 
the new debt would be required on a smaller scale 
and would also be available in smaller quantities. 
Hence the accrual of debts after some years of 
depression would be less than those of the pre- 
depression period. Unless therefore it could be 
shown that the debt before the depression was of 
an accumulating character and could not be cleared 
by processes mentioned above, the total debt in 1938 
or 1939 should not have been higher than m the 
pre-depression period. It is not, however, possible to 
arrive at definite conclusions m this respect. In 
this connection the Agricultural Finance Sub- 
Committee observes that “That immediate effect 
of the depression was obviously to increase 
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somewhat the monev burden of the debt and very 
considerably its real burden 

Effect of the World War I! 

We are no better situated in respect of statistical 
information to judge the effects of War on agricul- 
tural indebtedness The Resen'e Bank of India 
made enquiries with the help of provincial and 
other governments These enquiries suggest that 
the agncultiir sts tried to liquidate their old debts 
to the money-lenders to the co operative 'ocieties 
and to Government Available information shows 
that there was a general tendency towards repay- 
ment The outstanding advances made by govern- 
ments under the Land Improvement Loans Act and 
the Agricultural loans Act were distinctly lower 
in the war period that in 1993 Secondly, co-opera- 
tive societies m most provinces were able to reduce 
their overdues substanaally The advances made 
by them during the War were on a smaller scale 
than before the war The amount of overducs of 
agricultural societies m 1940-41 was about Rs. lOJ 
crorcs , while the corresponding figure for 1942 43 
came to Rs- 9 crores. Thirdly, a considerable 
volume of advance repayment was recorded in the 
case of land mortgage banks. In a circular issued 
by the Reserve Bank of India in August 1943 it is 
pointed out that the agncultural incomes increased 
dunng the War and that the burden of debt must 
have become lighter so that the agriculturist 
should be in a better po:>itioa to liquidate his liabi- 
lity. The Famine Enquiry Commission of 1945 
pointed out that in the absence of reliable statistics 
"it IS impossible to estimate the extent of the 
reduction in agncultural indebtedness as a result of 
the high prices for agricultural produce. The re- 
plies which we have received indicate. however, that 
there has been a substantial reduction in all pro- 
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Vinces'^ On the strength of the evidence it may 
be possible to say that the total indebtedness m 
terms of money was lower in the war period than 
It was in J939 All classes of cultivators may not 
have been benefited from the rise in prices but the 
substantial cultivators and big landlords everywhere 
repaid their old debts to a great extent Taking 
India as a whole it may be said that rural debts and 
their total money burden may have become lighter 
but It IS not clear whether increased income was 
everywhere utilised for reducing old debts and that 
It Was not being used for cither greatly increased 
consumer expenditure or in buying land at highly 
inflated prices It should be remembered that the 
years to come may not necessarily be profitable 
CO the agriculturists It is likely that forces leading 
to increase of agricultural indebtedness might again 
become operative It is therefore necessary that 
efforts must be made to bring about a general 
adjustment of the debt burden and to raise a new 
structure of agricultural finance as part of the 
general reconstruction of the economy of the Indian 
agriculturist 

General Features 

Certain general features maybe given about the 
Indian agricultural debt situation which are based 
on the investigations of the Banking Enquiry Com 
mittecs They have to be taken into consideration 
in any scheme of the reconstruction of the rural 
credit system of the country Firstly the lepay 
ment of old debts is everywhere an important 
factor m the construction of new debts According 
to the Bihar Banking Committee the repayment of 
old debt was responsible for 38 per cent of the 
total debt amount of the province the correspond 
ing figure given by the C P Banking Committee 
was 26 per cent while the figure given by the 
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Bombay Provincial Banking Committee was 20. 7 
per cent. The inquiry of Mr, Sathianadhan m 
Madras referred to above put the figure at 25.1 per 
cent. In 1937, the Agricultural Credit Depart- 
ment of the Reserve Bank of India made an inquiry 
into the working of the land mortgage banks, 
which showed that in the case of 43 banks from 
whom replies were received loans for liquidating 
old debts formed 98 6 per cent; of the total advances 
made as against 38 per cent advances for improve- 
ment of land. All this implies the cumulative 
character of the Indian agricultural debt. Thus 
Indian rural debt is onerous m character Secondly 
the part played by unproductive purposes is consi- 
derable. Everywhere social and ceremonial expen- 
diture absorbs a considerable percentage of the 
total burden of debt. The raising of debt hr this 
purpose does not increase the efficiency of the 
cultivator. This leads to the accumulation of the 
burden of debt Thirdly, m most surveys purely 
consumer needs are seen to play an important part 
m contributing to the total debt of the peasant. 
Finally, debt contracted for development purposes 
like land improvement is insignificant in amount. 

Necessity of Reorganising the Debt Burden : 

Reduction of debt burden to a figure which is 
within the repaying capacity of the peasantry is in- 
dispensable in any scheme of the reorganisation of 
agricultural Bnance. This, however, requires the 
availability of adequate statistical information 
which unfortunately is lacking at the present rime 
in our country. Before the burden of agricultural 
debt can be reduced the effect of wartime rise in 
prices has to be known with a certain degree of 
accuracy. Systematic efforts should be made in 
this connection. The Reserve Bank of India issued 
a circular to the registrars of co-operative societies 
requesting them to find effects of rise in prices of 
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primary commodities during the war Their replies 
show that cultivators were mahing efforts to repay 
theif debts The reports of some registrars, how- 
ever, stated that there was no appreciable mczeate 
in recoveries because the smaller peasants were 
not benefited by rise w prices,* The replies 
also indicated that systematic efforts v;erc not 
made anywhere to ensure that the increased in- 
come v/as utilised for liquidating old debts The 
big land owners and substantial cultivators were 
benfited considerably A large part of the benefit 
however, went to the middleman particularly m 
the early part of 1943 In reality, the rise m 
agricultural prices was also accompanied, and is being 
accompained even now (1947) by a general rise 
in the cost of living The cultivator has to pur- 
cha«c many things ?t black market prices which 
are far higher tha n control prices Hence we ma^ 
conclude that the rise m agricultural prices is 
even overtaken by the me m the cost of living 

Method of Collecting Information 

The Reserve Bank of India addressed a letter 
to the provincial governments to make enquiries 
mto the problem of the effects of the v/ar time ri«e 
m prices of cultivators "Hic latter pleaded their 
inability to do so as they were busy v/ith v/ar work 
They pointed out that the necessary staff could 
not be spared. Even today the provincial govern- 
ments are preoccupied with very urgent problems 
All the same, the collection of information is indis- 
pensable It IS, however, possible to carry out 
sample inquiries in typical areas through some 
other ag<»ncy The method of sampling m place of 
the method of detailed ptovince-wide investigation 
can be tried m each province The actual indebted- 
ne<s of a sufficiently large number of individuals can 
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be found This inquiry can be put in charge of an 
economist in every province, who should be appoint- 
ed by provincial government in consultation with 
the Universities. Suitable programme can be chalk- 
ed out in consultation with the registrars of co- 
operative Societies) with the Boards of Economic 
Inquiries and with the Departments of Economics 
and Statistics The scheme should include a com- 
prehensive questionnaire m respect of the amount 
of agricultural indebtedness and the way m which 
the War affected the situation in this respect In 
actual field work the economist should be assisted 
by lecturers research students and others who are 
familiar with local conditions. Attractive honora- 
rium should be paid to workers On the basis of 
this information reports can be prepared for the 
information of the Government which should be 
forwarded to the Reserve Bank of India- This infor- 
mation can be obtained by co-operation between 
the provincial governments, the Government of 
India and the Reserve Bank of India, and on its 
basis a suitable programme can be prepared. 

The Economic Research Department of the 
Reserve Bank of India should also be prepared to 
undertake this inquiry A portion of the annual 
profits of the Bank should be set apart specially 
for purposes of economic research Regular staff can 
be engaged for this purpose to remain at the Head- 
quarters m Bombay or in branch offices. Properly 
qualified field investigators can be appointed The 
central and provincial governments can also ear- 
mark annual grants for this purpose. In this way 
adequate information can be made available, on 
the basis of which a new system of agnculturai 
finance can be set up in our country. 

Two important facts emerge from the above 
discussion. Firstly, the repayment of old debts 
IS an important cause of the new debts , and se- 
condly, the debt is largly borrowed for unproduc- 
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live purpos's and not for development purposes. 
In any future scheme of agricultural finance, fresh 
debts should be incurred for development pur- 
poses The most important condition for raising 
such a financial structure i5, therefore the read- 
justment of existing debts They should be consi- 
derably reduced so as to be related properly to 
the economic condition and needs of the culti- 
vator When the burden of the existing debts has 
been readjusted, repayment wiH be made by annual 
instalments over a number of years. The new 
agricultural financial system will also require some 
structural changes in the agricultural credit machi- 
nery and a proper co-ordmation thereof with the 
Reserve Bank of India wiH be necessary The 
purposes for which borrowing is made today indi- 
cates the defects of the existing agricultural 
economy Freedom from debt today docs not imply 
that the cultivator is well off and does not require 
finance or credit The fact of the matter is that 
in many cases the races and conditions under which 
finance is available make it unprofitable for the 
producer to use it for productive purposes In 
future a thorough use should be made of the land 
and capital resources by peasants Hence many of 
those who are free from debt today would require 
finance on reasonable terms in fact, freedom from 
debt might be as much a sign of lack of credit as 
of financial strength. In this connection, it should 
be assumed that reconstructed finance will be ac- 
companied by a reconstructed agricultural economy 
under which finance for payment of rent or revenue 
will not generally be required if the instalments of 
these payments are properly spread over Secondly, 
borrowing on account of consumer needs of the 
family will disappear Thirdly, the need for produc- 
tive finance will considerably increase both for 
current production needs and for development pur- 
poses It may, however, be pointed out that finan- 
cial reconstruction can be successful only if all 
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problems of agricultural economy arc tackled as a 
whole It means the attempt to raise a sound system 
of finance should be a part of the general pro 
gramme of agricultural reconstruction There should 
be a balance between agricultural and industrial 
employment to bring into existence solvent agricul 
turists. This will require the constitution of eco- 
nomic holdings the reform in land tenure security 
of water supply and the like 

A cultivator borrow> to repay an old debt 
cither because of a defect m the system of credit 
which means that the terras and period of repay 
racnt were not properly fixed when the debt was 
contracted or it implies a defect m the economic 
situation of the bottowct which may be because of 
inadequate capacit> This situation has a dragging 
effect on the economy of the agriculturist It irn- 
poses an extra charge on the current income which 
IS already insufficint This must lead to insufficient 
finance for current production and to a fall of the 
standard of living The fact that the repayment of 
old debts is important m the incurring of nev; debts 
in all parts of the country shows that old debts 
have adverse effects on the economy of the aver- 
age agriculturist The problem, therefore, is the 
readjustment of the burden of old debt to a point 
which IS well within the repaying capacity of the 
cultivator This is necessary to enable the new 
system to function properly 

A Survey of Efforts made to Readjust Debts . 

At this stage we may review the attempts made 
in the past to readjust debts in India. They may be 
divided into two periods efforts made in the pre- 
depression period and those made m the depression 
and post-depression period The efforts made m 
the pre-depression penod before 1930 were spo- 
radic and localised They were mostly temporary 
palliatives which did not achieve any lasting effects 
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The earliest of these efforts was made m the Cen- 
tral Provinces during the famine years of 1897 to 
1900. The local panchayat was used as conciliation 
agency under the supervision of a Government 
officer Interest rate was regulated 1 he debtors 
and creditors were called upon to present their 
liabilities and claims. The total debt conciliated 
during this period came to Rs. 20629 laths and 
the amount remitted was Rs. 121 71 lakhs' 
Another attempt was made by passing the Deccan 
Agriculturists Relief Act of 1879 which authoris- 
ed the Courts to go into the h.stoty of the 
debts, to reduce unreasonable charges by way of 
interest and to spread the payment over in instal- 
ments. The debtors and creditors could apply to 
conciliators appointed by the provincial government 
to make an amicable settlement of the debt , 
but the provisions relating to conciliation were 
repealed m 1911 because they could not achieve 
much In 189^. the Contract Act was amend- 
ed under which Courts were empowered to give 
relief to debtors if bargains were proved to be 
unconscionable. But this provision was not success- 
ful because as pointed out by the Bengal Provin- 
cial Banking Enquiry Committee it was difficult to 
prove that the bargain was unconscionable.’' 
Money-lenders were mostly men of education and 
intelligence and borrowers were generally ignorant 
and illiterate The Usurious Loans Act, 1918 was 
another measure It authorised the Court to re- 
open the transaction and to relieve the debtor of 
all liability in respect of excessive interest, if the 
Court found that the interest was excessive and 
the transaction unfair. According to the Royal 
Commission of Agriculture in India this Act was 
practically a dead letter although the Central 
Banking Enquiry Committee did not think so. The 
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Land Alienation Acts of the Punjab were also 
efforts of the State which indirectly reduce the 
volume of indebtednesii 

Legislative Activity 

In the depression period which began in J930 
the acuteness of the problem of the agricultural 
debt and the need to deal with it properly were 
brought to the forefront This period witnessed a 
considcnblc legislative activity in respect of 
agricultural indebtedness The provincial govern- 
ments amended the Usurious Loans Act to make 
It more effective The Liw of Dumdupatwa« made 
applicable in several provinces The provisions 
regarding arrest and imprisonment of judgment 
debtors were abolished in some province* The 
most important measure of relief was the provision 
for debt adjustment through Debt Conciliation 
Boards and the Debt Relief Courts Debt Adjust- 
ment through Boards was voluntary and debtors 
and creditors could apply to the Court for adjust- 
ment of debts The debtor was to be asked to sub- 
mit a complete statement of his assets and liabilities, 
and the creditor a list of his claims within a definite 
period of time If the creditor did not file the 
claims, they were to be taken as having been 
discharged unless reasonable grounds to the 
contrary were proved If the creditors came to a 
settlement with a debtor, the settlement was put 
down in writing, indicating the amount of debt to be 
repaid and the manner of repaying it Details 
varied from province to province In C P Debt 
Conciliation Boards were abolished in 1939 and 
Debt Relief Courts were set up in their place 
The Courts were empowered to reduce debts 
according to prescribed scales The transactions 
made l2 years before the last transaction or before 
1st January, 1932 whichever was earlier, could not 
be reopened by the Court. The date on which 
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each loan was origmaUy advanced was then 
ascertained and interest was then calculated. 
Provision was also made to reduce the principal 
amount. The Act expired in July 1942 ; but it was 
extended for disposing of the pending cases. The 
Relief Acts in Madras and Sind also provided for 
the scaling down of small agriculturists by the 
Courts more or less on the C P- model. 

Extent of Relief Given : 

Under these Acts, relief was provided to the 
debtors Information collected by the Reserve 
Bank of India «how» that the debtors appear to 
have received a fair amount of relief. In Bengal 
till the end of March a total debt of over 
Rs 50 crores was scaled down to about Rs. 18 
crorer. representing a reduction of 64 per cent. In 
Central Provinces and Berar a debt of about Rs. 16 
crores was scaled down to about Rs. 7J crores or 
roughly 50 per cent In Madras and C.P. the 
claims amounting to about Rs9i crores and Rs.4l 
crores respectively were scaled down to about 
Rs, 4| crores and Rs 3 ( crores respectively.* 
Information exisits to show that before the present 
boom period began defaults on the part of debtors 
were not uncommon because they were not anxious 
to pay their obligation. According to the 
Information collected by the Agricultural Credit 
Department of the Reserve Bank of India, the debt 
Acts had w’eakened the sense of morality of the 
people* Even agriculturists who could pay were 
unwilling to pay in the hope of getting further 
concessions. 
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Absence of Permanent Solution: 

The above measures did not provide any 
permanent solution of the problem of agricultural 
indebtedness They were intended to meet situa- 
tion which arose on account of the sudden fall of 
agricultural prices Debt conciliation under the 
varioub Acts was voluntary Money-lenders also 
were not responsive to the provisions of the'e 
measures because there was no agency to pay the 
debts which were scaled down. The Bombay 
Agricultural Relief Act of 1939 was an exception 
to the above legislation Its aim was not merely 
to grant immediate relief but it was intended to 
solve the chronic problem of agricultural indebted- 
ness Under it there n*es to he e compulsory 
adjustment of debts not exceeding Rs 15,000 by 
Debt Adjustment Boards established m different 
areas Every debtor and every creditor has to apply 
to the Board within a certain period of time for the 
adjustment of the debt The Government, the 
local bodies and the co-operative societies are to 
intimate to the Board the amount of remission they 
are prepared to give In other cases, the Board is 
to examine each case, determine the fair amount 
due and reduce it according to prescribed scales 
This reduction depends on whether the debts were 
incurred during or before the depression, 
The amount was to be reduced to the paying 
capacity of the debtor. Thereafter the Board was 
to make an award for their repayment in instalments 
whose number could not exceed 25 and each 
instalment could not exceed the debtor’s net annual 
income Net annual income is defined as the 
balance of annual income left after deducting 
charges for maintenance of the debtor and his 
dependents and for repayment of loans borrowed 
for financing crops and of debts due to Government 
and local authorities Private settlements are \oid 
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unless submitted wjtbm 30 days to the Board 
which would certify them if they were bonafulc 
and m the interest of the debtor The creditors 
arc given the option to receive payment 
in instalments spread over a period not exceeding 
25 years, or immediate payment m Government 
guaranteed bonds to be issued by the Provincial 
Land Mortgage Bank or other authorised banks. 
The creditors could exercise the option of getting 
payment m bonds provided the reduced amount 
did not exceed 50 percent of the value of the 
immovable property of the debtor. The debtor 
can be declared insolvent if his paying capacity is 
inadequate. This measure was passed m 1939 but 
brought into force m 1942 Since then it has been 
extended to more areas . but it is yet too early to 
judge the results of its working. 

Necessity of Special Machinery! 

This situation created by the depression was 
eased because of the rise m agricultural prices and 
agricultural prices have been nsmg m the post war 
period. The monthly average index of wholesale 
prices of agricultural commodities m June 1945 was 
256 It rose to 303 in June 1946. and to 358 m 
June 1947' In view of this rise, it may not 
seem fair or wise to scale down agricultural debts 
universally when the creditor is hit hard and the 
debtor has gained by the fall m the value of money® 
It may be said that this rfse m prices has not 
benefited all classes of cultivators uniformly Costs of 
cultivation and of production have increased propor- 
tionately and it cannot be said that the problem of 
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accumul.ited debt has been eliminated According 
to the Famine Commission of 1945, “The healthy 
functioning of the rural credit system is. therefore, 
bound up with the question of the reduction of 
indebtedness” ' It is thus necessary to reduce the 
accumulated debt to a level where it may not 
hamper productive activity. It should then be 
paid off in instalments so that the producer may be 
able to finance current production. The Agricul- 
tural Finance Sub-Committee suggested the setting 
up of a special machinery for this purpose. Accord- 
ing to It the debts of agricultural producers who 
have transferable interest in land should be compul- 
sorily adjusted , while those of producers who have 
no such interest in land should be taken up for 
compulsory adjustment only on application made by 
the borrowers. The work of adjustment should be 
entrusted to Boards consisting of judicial officers. 
The Committee suggested that the work of adjust- 
ment should be completed within two years. All 
creditors should submit their claims against 
agricultural producers within a specified period of 
time. The debtors should also be made to submit 
a statement of their assets and liabilities before a 
definite date. The adjustment agency should 
scrutinise each account and go behind the entries 
as provided in the Deccan Agriculturists’ Relief 
Act. The Committee also pointed out that the 
Law of Dumdupat should be applied and in no case 
should the total repayment exceed double the 
amount of principal originally lent. Further, the 
present value of the debtor’s normal repaying 
capacity should be assessed and reduced to half the 
vslue of his imntovahle peopesty or the preseetc 
value of his repaying capacity, whichever is less ; 
but a secured debt should in no case be reduced 
below 50 per cent of the value of the property on 
which it rests In the case of agriculturist debtor 


8 «« ptt« 286 of the Eeport 



AGRICULTURAL INDEBTEDNESS IN INDIA 27 

having no transferable rights in land, the adjust- 
ment of his debts should depend upon his repaying 
capacity If the adjusted debt exceeds his total 
repaying capacity by a given proportion, the debtor 
should be adjusted insolvent Similarly, when the 
fairly adjusted debt of an agriculturist debtor, 
having transferable rights m land, exceeds by a 
given proportion prescribed by law, his total 
repaj mg capacity or half the value of his immovable 
assets whichever less the Board should adjudge 
him insolvant It may be pointed out that the 
Royal Commission on Indian Agriculture as also 
the Indian Central Banking Enquiry Committee 
recommended such agricultural debtors to be 
declared insolvent We agree with these views and 
hold that unless agricultural debts are reduced to a 
level within the repaying capacity of the cultivators 
no system of agricultural finance can work properly. 

It will be necessary to ensure chat all the scaled 
down debts should be paid off to the creditors 
immediately The money to pay off the creditors 
may be obtained from the land mortgage banks who 
will not find this business to be an economic 
proposition Difficulties will arise where land 
Alienation Acts arc in force They may have to 
be suitably amended to enable the land mortage 
banks to pay up the amounts and to realise the 
value of securities m the event of default on the 
part of agriculturist debtors Hence it is necessary 
that the effects of the Wat on the agricultural 
indebtedness should be estimated to find out the 
exact position. Steps should dien be undertaken to 
create a new machinery of agricultural finance 
which may work successfully m the country. 



chapter 111 

Agricultural Credit Agencies in India The Money- 
Lender Introductory : 

In this and the following chapters we shall 
disCUSs the place of various agencies engaged in 
agricultural credit in India and the relationship 
between them and the Reserve Bank of India as 
the central banking institution of the country will 
be appraised The money lender the indigenous 
banker commercial banks the co-operative move 
ment the Government nnd other institutions like 
insurance companies and trading corporations are 
participating in providing agricultural finance At 
the top IS the Reserve Bank of India which through 
Its Banking Department is prepared to provide 
finance for agriculture through various agencies 
engaged in agricultural credit and through its 
Agricultural Credit Department it is studying ques- 
tions pertaining to agricultural credit and is collecting 
a great deal of material bearing on agricultural credit 
in India and in foreign countries Each of these 
agencies is constituted to perform certain functions 
only It cannot discharge functions for which it 
IS not organised and it cannot confer benefits which 
do not and cannot flow from its peculiar activities 
The Money Lender 

Of all the agencies engaged tn providing 
agricultural finance the individual money lender 
IS by far tbc most important both from the point 
of view of number and volume of business This 
IS indicated from the following estimates made by 
some of the Provincial Banking Committees 
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United Provinces t — ^Town money-lcndcrs.28.3, 
Village moncy-lendeK, 5. 1 , Landlords, 39 9 , 
Tenants. 13.7 Co-operattves, 2 89 , Government, 

2 . 6 . 

Central Provinces — Mahajans. 82.71 , 
Landlords 118 Co-operatives 289, Government, 
26 

Madras . — Money-lenders, 31 Ryots. 47 Co-opera' 
tives 17 Government 3 

Thus it IS clear that money-lenders play a predo- 
mment part m providing agricultural credit facili- 
ties , but usually they charge high rates of interest 
which vary from place to place. According to the 
Provincial Banking Enquiry Committee, in the 
Central Provinces the tenants having no transfera- 
ble rights could not obtain accommodation at less 
than an average rate of 25 per cent, whereas m 
Maharashtra in irrigated tracts the average rate 
varied from 12 to 24 per cent , but in famine tracts 
It varied from 181 to 36 per cent. In the United 
Provinces the most common rate for a loan on 
mortgage land was 12 per cent but the rates for 
unsecured loans vary from 16| to 375 per cent, the 
most common rate being 24 per cent.* According 
to the Bengal Famine Commission the rate of inte- 
rest m the U P. ranges from 25 per cent to 100 
per cent * 

Importance and Methods of Business 

No reliable data arc avilable about the number 
of money-lenders m each province , but the Punjab 
Banking Enquiry Committee put their number at 
55000, of whomever 17.000 had got themselves 
registered up to 1940 In the Central Provinces 
the number was 39,000 of whom about 38000 were 
registered up to 1940 In Bombay the number was 
2V,W0 HT^fgenoiis The Centre) 

Banking Enquiry Committee put the figure of 
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agricultural debt of India at about Rs 900 crores In 
1944-45 the loans advanced by primary agricultural 
societies came to about Rs 15 crores Commercial 
banks made advances to the extent of about Rs. 22 
crores in 1942 while the loans due to land mort- 
gage banks in India from individual members 
amounted to Rs, 30.<8 crores at the close of 1944 
45 Other agencies play a smaller part in pro- 
viding agricultural finance. Thus the money-lender 
is the most important agency providing agricultu- 
ral finance in India According to the Indian 
Central Banking Enquiry Committee ‘In many 
parts of India the money lender is the only financ- 
ing agency available to the agriculturists . The 
money-lender is an indispensable feature of Indian 
Rural HfS ot business are simple 

and elastic and he is easily accessible There is 
close personal contact bettvecn him and the bor- 
rower He can accommodate persons without tangi- 
ble security and yet protect hjm«elf against loss 
owing to his local knowledge, experience, and pre- 
sence on the spot. As observed in the statutory 
report of the Reserve Bank of India ‘It is well- 
known that bulk of agricultural finance is supplied 
by the money-lender’* The term money-lender 
includes the professional moneylender as also the 
landowner and the agriculturist Merchants, traders 
and the casual money-lender, pursuing various occu- 
pations but lending out their surplus money as 
pleaders pensioners widows and priests are includ- 
ed in the term According to the Famine Commis- 
sion of 1945 there are two classes of money lenders 
(1) the professional money-lender who is more 
common and who combines money lending and 
trade, and (2) the non-profcssional money-lender 
who, m most cases . is drawn from the ranks of 
landowners and well to-do agriculturists® 

I H«e p, riprap! 10 of tl>e 0ta*ator7 l.ip'irt 1937 
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Questionable Practices 

There are questionable practices connected 
with money-lending, the common forms of them 
being (a) demand for advance interest, (b) demand 
for a present for doing business known as Qirah 
Kliolai (purse opening) (c) taking of thumb impres 
Sion on a blank pap^r to tnsecc any amount at a 
later date, if the debtor fails to pay the amount of 
interest (d) general manipulation of tne account 
to the disadvantage ot the debtor, (e) inserting m 
documents of sums larger than the actual amount 
lent, and (f) taking of conditional sale deeds to 
provide against possible evasion of payment by 
the dobtor The Royal Commission on Agriculture 
referred to services exacted by the moneylender m 
Bihar and Orissa and certain other parts of India 
leading to the economic servitude of the borrower 
Cases have been mentioned where, in considera- 
tion for advancing money by the money-lender to 
the cultivator, agreements are made by which pro- 
duce IS to be sold to the money-lender by the cul- 
tivator at a price determined for severil years ^ 

Regulation of Business > 

Owing to these evils money-lending has been 
regulated and controlled In the past legislation 
was passed practically in every province to regu- 
late money-lending Most of the Acts provide for 
the compulsory registration of money lenders and m 
some there is provision for licensing Penalties are 
provided for contravening the provisions of the 
Acts. The registration certificate and the licence 
are liable to be cancelled for specified periods on 
certain grounds There is provision for the regular 
maintenance of accounts of each debtor fn prescribed 
form Periodical statements, annual or biannual, 
signed by the money-lender or his agent, showing 

{ See R«port of ih« Htiketinpof Gtoonlnate 
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the amount of loans outstanding, interest accrued 
and all transactions relating to the loan for the 
period are to be supplied to the debtor The debtor 
IS not bound to acknowledge or deny the correct* 
ness of the accounts supplied to him His failure 
to raise any objection docs not amount to an admis- 
sion of correctness In mo^t of the provinces the 
recording of an amount larger than the one actually 
lent in account books or documents is made an 
offence punishable with fine or imprisonment. 
Failure on the part of a money-lender to furnish 
regular statements to the debtor means that the 
Court may disallow intercat for the period of de- 
fault In many provinces, the failure to comply 
with the provisions regarding maintenance of 
accounts and furnuhtng statements thereof makes a 
moneylender liable to the cancellation of registra- 
tion and his licence. 

Legislation also fixes rhe maximum rates of 
interest permissible on secured or unsecured loans 
In some provinces the cWging of compound in- 
terest has been prohibited The rates differ from pr(> 
Vince to province In a few cases, they are linked 
up with the Bank Rate The Law of Dundupat 
applies m almost all provinces In some provinces 
a debtor can deposit with the Court any amount 
payable to a creditor if the latter refuses to accept 
It , while m some provinces he can do so even 
otherwise In the United Provinces the amount to 
be deposited should be at least 25 per cent of the 
total amount due and interest usually ceases after 
the deposit is made 

Shrinkage of Credit ; 

It IS admitted that debt legislation has led to 
the shrinkage of rural credit. In most of 
districts of the Punjab, village money-lenders have 
migrated to towns after winding up their business, 
but agriculturists do not experience much difficulty 
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m getting accommodation for their bonafide agricul* 
tural needs. In the United Provinces it is 
reported that rural credit has been reduced 
to some extent, but credit is still available 
to agriculturists for productive purposes. In 
Madras their is evidence leading to the curtailment 
of credit but money-lenders have adopted devices, 
in many cases with the connivance of the borrowers 
to overcome the difficulties produced by the Act, 
In Bengal the Act has led to shrinkage m credit 
with the result that the Government has to grant 
Taqavi loans on a more liberal scale than before 
In Bihar it is reported that the small money-lenders 
are giving up their business with the result that 
the small peasants and labourers find it difficult to 
borrow money on reasonable terms even for thcit 
legitimate requirements. Thus Moneylenders’ Acts 
have led to different results m different provinces, 
and in the absence of adequate statistical infot* 
mation no definite opinion can be expressed. 

Suggestions Money-Lending Legislation on 
All India Basis 

The money-lender is the most important of the 
agricultural credit machinery and it is not practi- 
cable to dispense with his services m the immediate 
future. He follows many evil practices and his 
charges are m many cases out of proportion to the 
risk involved Hence it is necessary to regulate his 
activities effectively, and secondly, institutional 
credit should be developed as alternative to the 
money-lender so that the latter’s business may be 
conducted on reasonable terms and the cultivator 
may not suffer There should be unformity of 
legislation pertaining to money-lending so that the 
money-lender may be made an important link of the 
Indian money market. Without it, will not be 
possible for the Reserve Bank of India to exercise 
adequate control over money conditions m the rural 
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areas. For this purpose, it is necessary to have an 
a-^equate idea about capital of the naoney-lender. 
The principles governing the moneylcndmg legis- 
lation should be uniform throughout India. It 
may be contended against AlHndia legislation that 
It cannot take into view the differences in the 
economic and financial conditions prevailing in 
different provinces. We may however, say that 
difference of details can be allowed by empowering 
the provincial governments to make rules which can 
take account of the local conditions in a suitable 
manner. There is a proposal for a Bank Act for 
India as a whole. There is no reason why there 
should not be moneylending legislation on an 
all-India basis This proposed legislation should 
make provision for the following facts: 

Regl&tr&tion and Licensing . 

Firstly, registration and licensing must be made 
compulsory for money lenders. Registration exists 
m many provinces even now. It will confer status 
on the moneylender; while licensing will secure 
income to provincial governments and it will be a 
check on ,the moneylenders inasmuch as the 
licence will be liable to be cancelled for violating 
the provisions of the Act. Licensing of money- 
lenders will also provide a machinery for ascertain* 
ing the real state of affairs regarding indebtedness 
and rural credit requirements, and other information 
necessary for devising methods of improving rural 
credit facilities. 

DeRniUon : 

Secondly, money-lending should be carefully 
defined. The existing Acts define the money-lender 
as a person who advances loans in the regular course 
of business. They also specify the business or 
kinds of loans exempted from their operations. 
For example, loans advanced by Government, local 
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bodies, the CO operative societies etc,, ace exempted, 
but m Bihar and Ori<sa loans from banks and 
registered companies and m Bihar loans from 
co-operative societies are not excepted Advances 
based on negotiable instruments other than promis- 
sory notes are exempt under the various Acts 
Landlords provide considerable amount of finance 
to their tenants and agricultural labourers and the 
terms of such finance are more exacting than those 
of the ordinary money-lenders According to the 
U P Banking Enquiry Committee, “the roost 
dangerous creditor from whom a tenant can borrow 
is his own landlord since the latter thereby acquires 
a double-hold over the former.” Thus the 
definition of money-lcndcts is not sufficiently 
comprehensive. All kinds of loans subject to 
interest in any shape or form, leaving those 
made by Governmenr co operative societies, 
etc. should be regulated and controlled 
There will be difficulties m controlling small loans 
made by petty shopkeepers and landlords , but the 
problem must be faced It may be said that this 
comprehensive control will deprive the agriculturist 
of some of the handy forms of credit and cause 
hardship, but the development of institutional 
credit should remove this difficulty. The money- 
lender combines money-lending with commission 
agency. He can, therefore, easily avoid regulation 
If there is a limit placed on the maximum rate of 
Interest which he can charge on a loan he can evade 
this provision by forcing the borrower to sell his 
produce to him on lower price than the market 
price Hence moneylendmg legislation should be 
accompained by regulation of marketing of agricul- 
tural produce not only inside regulated markets 
but also outside them In England under the 
English Horticultural Produce Act or 1926 all 
commission salesmen have been required to 
maintain books of account which are open to 
inspection and particulars of sales are to be 
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furnished to the consignor Thus it might be made 
obligatory on all agencies which buy the produce 
from the cultivator or sell it on his behalf to mam 
tain proper accounts and to give vouchers and 
statements in prescribed forms to the seller 

Regulation of Interest Rates 

Thirdly the rates of interest should be 
regulated but these provisions have been most 
commonly evaded by various devices by the money- 
lenders The small agriculturist can afford to pay 
only a low rate of interest but the money-lender 
takes risk and his costs are high m making small 
loans Hence he has to charge a higher rate of 
interest The rate of interest depends on factors 
like security the amount and period of the loan 
the costs of collection the business expenses, etc 
Hence the agricultural Finance Sub Committee 
suggested that in India where institutional credit 
IS little developed and where the money lender has 
yet no effective competitor the authorities must 
need be very cautious in fixing the maximum rates 
of interest The maximum rate of interesf- should 
not also be uniform for all areas and all classes of 
people. The Committee therefore, recommended 
that a uniform rate of interest should not be 
stipulated m any legislation, but a schedule of maxi- 
mum rates sufficiently detailed to meet the major 
variations in condition should be carefully worked 
out and included in each act.’ ' We generally agree 
with this recommendation subject to the condition 
that a suffiaently low rate of interest should be 
fixed taking into view the economic circumstances 
t?/ (■?re harramic snd the ieadec s}sa In ccuntties 
like Australia, Denmark and Canada the Central 
Banking Authority has m various ways brought 
about a reduction m the rates of interests for the 
cultivators. 
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Inspection and Supervision 

Fou'-thly, the Agricultural Finance Sub-Com 
roittee suggested a State inspecting and supervising 
agency m each province to carry out periodical 
inspection of the books of the money lenders to 
ensure the observance thereof The agency is to 
publish periodical reviews of the working of Debt 
Acts Every money-lender is to submit annual 
returns of his business to the agency We agree 
with the principles underlying this recommendation 
of the Committee with this difference that the 
moneylender should be under an obligation to 
submit periodical returns to the Reserve Bank of 
India The inspecting and supervising agency 
should not be a Slate agency but the Reserve Bank 
of India The Reserve Bank of India gets periodical 
returns from the scheduled and non*schedu!ed 
banks and the former arc liable to be inspected by 
the Bank The submission of periodical retuns to 
the Reserve Bank of India will enable the Bank to 
know the capital investments of the money lender 
and to have information regarding agricultural 
finance The statements may he sent annually to 
the Reserve Bank of India m the Icxral vernacular 
of the area where the money-lender resides The 
Bank can get them translated into English The 
inspection by State agency is usually associated 
with malptacticcs which will not be the case if 
there is inspection by the Reserve Bank of India* 

Finally the audit of their accounts should be 
compulsory It is not necessary that they should 
be audited by certified auditors Money-lenders 
can form unions of their own to whom this business 
can be left. Or auditors may be appointed by the 
Reserve Bank of India whose expenses may be borne 
by the Government of India or the provincial 
joveromeot^ 

This Act may be temporary for a period of five 
years m the first instance and its working may be 
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reviewed thereafter, then the necessary amendments 
may be made in the h{!htof experiences gamed 
Privileges 

The above legislation should be accompanied 
by privileges which should prove an inducement to 
money-lender to observe the provisions of Law. 
Firstly, the Reserve Bank of India should give 
concessions to the money-lenders on their remit* 
tances on the same scale on which they give to 
the co-operative societies and banks Secondly, 
the procedure in force for the recovery of public 
demands should be made available to money-lenders 
for recovering loans made against agncultural 
bundles and warehousing receipts Quick 
procedure is necessary in the interest of debtors 
and creditors alike and also for the smooth 
workmg of the banking s>’stem. The money-lender 
should be helped to realise his just dues so that 
banks may discount his agricultural paper. Thirdly 
banks may be persuaded to advance money to 
registered money-lenders on the security of their 
a^nicultural paper and the Reserve Bank of India 
may keep a list of approved money-lenders whose 
paper may be rediscounted by it. Fourthly, the 
benefit of the Bankers’ ‘Books’ Evidence Act should 
be given to registered money-lenders Finally, a 
special rebate may be granted by the Reserve 
Bank of India on agricultural paper endorsed by 
such money-lenders coming through scheduled 
banks Legislation by itself would not be suffi- 
cient unless it is accompanied by adequate and 
continuous supervision of its working and syste- 
matic review of results. 

Link with Joint Stock B&nks : 

There IS another method by which the money- 
lender can be made a more useful agencj’ foi 
providing agncultural Hnance in India. Selected 
money-lenders in the rural areas may be made 
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their branches by important joint-stock banks The 
latter may finance them, exercise supervision over 
them and provide credit to them This can, how- 
ever. be done only if the money-lender submits to 
reasonable conditions imposed by legislation or by 
jomt-scock banks. The jomc-stock banks may 
utilise the local knowledge of the money-lenders 
and get the co-operation ol the latter. 

The money-lender is the mam and indispens- 
able agency in the Indian agricultural credit sys- 
tem. He provides all kinds of credit The 
Reserve Bank of India should devise measutes by 
which the moneylenders may become a part of 
the orginised money market of the country, subject 
to the control of the Bank A consideration of 
these suggestions may help the Reserve Bank to 
have better control over the rural money market 
of the country. It ts outside the purview of the 
Bank at the present timi The efforts made by 
the Reserve Bank of India to utilise the agency 
of the money-lender for improving rural credit in 
the country will be discussed subsequently. 



CHAPTER IV 

THE CO-OPERATIVE MOVEMENT 
History and Present Position 

Ca operation wa» officiaUy started m 1904 
on th? German model in order to improve agri- 
culture The Famine Commission of 1901 recom- 
mended “Find Raiffeisen and the problem of 
Indian agriculture will be solved’ The Royal 
Commission on Indian Agriculture pointed out 
that ‘If co-operation fails, there wll 
hope for Indian agriculture”. Thus the importance 
of co-operation m Indian rural economy cannot be 
overemphasised Although co-operation is volun- 
tary nonc-the-less the view appears t« be growing 
that when necessary co-operation might be made 
compulsory. 1 So far co operation has nat, how- 
ever, made an adequate success in the country. 
At the end of 1942-43 the number ot agricultural 
credit so':ietie> in British India was over 95 000 
but efficient societies called A and B class societies 
formed a veiy small percentage. The membership 
of agricultural credit societies of about 31 million, 
oa about 1 02 per cent, of the rural population 
As'summg that each member represents a family of 
five, the co operative credit movement can be said 
to have touched only 5*1 per cent of the rural 
population Assuming that each merpber repre- 
sents a family of five, the co operative credit move- 
ment can be said to have touched only 5*1 per cent 
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of the rural population In 1944 45 the loans advan 
ced to individuals by the primary soctccics came to 
about Rs 11 81 lakhs The amount of loans out 
standing against the members was Rs, 18 19 lakhs 
of which about Rs 7 crorcs or 30 per cent was over- 
due This indicates the small part played by the 
CO operative movement m supplying the agricultural 
finance 

The spread of the co operative movement would 
be the best solution for agricultural credit but the 
existing position of the movement cannot inspire 
much hope in that it can play a substantial part in 
providing agricultural finance m the neat future 
It can however play a greater part in agricultural 
finance if it is properly reorganised and if it is inten 
sively developed With this objective in view 
certain reforms are necessary in the movement 
The lines of reform arc given below 

Suggestions for Improvement t Liability 

Many of the societies have frozen a<sets and 
have stopped functioning as a consequence It is 
necessary co liquefy their assets so that they may be 
able to resume their normal working This can be 
done by adjusting the claims of societies according 
to the repaying capacity of members The Agticul 
tural Finance Sub Committee suggested that the 
credit societies should generally continue to be 
organised on unlimited liability basis because un 
limited liability confers mutual watchfulness and 
cooperation and inculcates a sense of collective 
responsibility among members but it also helps the 
societies to raise adequate finance which may be 
difficult to obtain otherwise This question was 
considered by the Madras Committee on Co opera 
tion which recommended the introduction of the 
principle of limited liabiUty The Gadgil Com 
mittee however suggested that limited liability 
might be adopted if it attracted valuable elements 
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to the movement and a substantial part of the funds 
required by the soactics is raised through share 
capital * The societies should finance all short- 
term needs of their members, and loans for current 
agricultural needs should be repayable at the end 
of the agricultural season every year Intermediate- 
term loans for productive purposes and for ccrcmo 
nial expenditure might be advanced to the extent 
of the share capital and reserve fund and to the 
extent of the intermediate- term finance obtained 
from the central financing agency Such loans may 
ordinarily be granted for 3 5 cars , but they may be 
extended up to 5 >cars m exceptional cases In 
Madras this is done and in certain cases, loans even 
for longer periods arc granted. 

Security for Advances : 

The security for advances should ordinarily be 
personal and the creditworthiness of the members 
should be assessed u ith reference to their repaying 
capacity. There should, however, be a statutory 
charge in favour of the societies on the crop as an 
additional security for seasonal finance To make 
such a charge effective. Its wilful breach should be 
made a criminal offence. Mortgage security should 
be collateral and may be justified when the loan is 
large m amount and the penod is long. 

The Central Banking Enquiry Committee re- 
ferred to the delay made in granting loans and sug- 
gested the fixirg of normal credit needs of members 
every year so that no detailed inquines may be 
necessary at the time of advancing loans The sys- 
tem of cash credits for soaeties with sound manage- 
ment and running credits for individuals should be 
introduced wherever possible and loans should be 
advanced only as and when actually required. The 
disbursing of loans only on one or two dajs during 
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the year makes co-operative finance highly inelastic 
and drives the cultivator to the moneylenders. The 
co-operative finance should, however, be so planned 
as to be available to each member when he actually 
requires it 

Efforts should be made to see that loans ate 
repaid regularly. Wilful defaults should not be 
tolerated Coercive processes may be resorted to 
m cases of wilful default. The rate of interest 
charged by the co-operative societies is ordinarily 
above 9 per cent, and in some cases it is as high as 
25 per cent. This is too heavy for the agriculturists 
to bear. The Gadgil Committee, therefore, reco- 
mended a maximum rate of interest of 6i pet cent 
for current finance For this purpose. Government 
subsidy was also recommended to enable small so- 
cieties to bnng rates of interest to this level It also 
suggested that the Reserve Bank of India should 
consider the desirability of increasing the concession 
granted to provincial Co-operative Banks to 2 per 
cent.* 

Credit and Marketing : 

The operations of credit societies should be 
linked up with those of marketing societies To 
achieve this objective, the system of controlled 
credit prevailing in Madras should be adopted 
everywhere with the necessary modifications to 
suit the local conditions Under this system a loan 
IS disbursed according to needs and is recovered 
out of the income obtained by the application of tbe 
loan. The societies should also ensure the proper 
application of their loans by supplying tbe require 
ments of their members in kind and by exercising 
better supervision over their operations For meet- 
ing household and other needs of their members the 
societies should have direct relations with purchas- 



44 RESERVE BANK OF INDIA & RURAL CREDIT 


ing unions and consumers * stores. Where this is 
not possible the societies themselves may supply 
the requirements as far as possible. Government 
expenditure on the movement should increase It 
IS too small to meet the needs of the situation In 
1934, leaving out the case of the Punjab, the 
expenditure of the provincial governments on the 
movement did not exceed 5 per cent of their 
revenue. Provincial governments should incur more 
expenditure to strengthen the movement properly 
A scheme of planning may be adopted by which 
the movement may grow to an adequate extent ‘ 

The expansion of the co-operative movement 
will provide the best solution of the problem of 
rural credit m the country Credit societies will 
render greater services and be more successful if 
their scope of activity is expanded The Madras 
Committee on Co-operation made certain important 
recommendations regarding the movement. It 
suggested the turning of unlimited liability into 
limited liability, an increase in the area of operation, 
an extension of the scope of their functions and paid 
management m order to make the movement service- 
able in consonance with the needs of the people of 
the country. 

State Help : 

State help should be given to the movement on 
a much larger scale than it has been hitherto done, 
m order to expand rural credit. The Agricultural 
Finance Sub-Comraittec suggested the establishment 
of an Agricultural Credit Corporation a part of whose 
working capital and expenses of administration were 
to be provided by the State It recommended that 
in provinces in which the Government feel that the 

1 The Co op.ril T* I Unmng Coiaa»tl«« Ih.t CO jicr cent o( 
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ably. The deposits of co-operative societies received 
from members in 1944-45 came to about Rs 1855 
lakhs. In such circumstances, with a proper planning 
the co-operative movement should be able to serve 
the cultivator better. In fact. Debt legislation is 
driving away the moneylender from the field of 
rural credit. If the source of credit is not to be 
dried up in the future the co-operative movement 
should fill the gap. For this purpose a suitable 
rectification and consolidation will be necessary 
The movement was primarily started to be 
helpful to the cultivator in solving his credit 
problem , but according to the Provincial Banking 
Committees only 6 percent of the finance required 
for the current expenses of agriculture was provided 
by the movement According to the Central Banking 
Enquiry Committee, the movement financed only a 
very small proportion of the need« of the cultivators ; 
according to the Reserve Bank of India, the position 
appears to have deteriorated even further during ihe 
last five years The movement, therefore, should 
be reconstructed in order that it may be serviceable 
to the cultivator in meeting his credit needs and in 
improving agriculture. 

Reserve Bank of India's Suggestions Considered : 

In Its various reports and circulars issued from 
time to time the Reserve Bank of India has made 
certain suggestions to reorganise the co-operative 
movement In its Preliminary Report the Bank 
suggested that overdues and long-term loans should 
be separated and put on a proper footing ; that the 
co-operative societies should build up strong reserves 
by keeping an adequate margin between their 
borrowing and lending rates ; and that future loans 
should be restricted to such sums only as could be 
reasonably expected to be repaid out of the harvest. 
In the Statutory Report, 1937, it was pointed out 
that the co-operative movement ceased to function 
as an agency for supply ing agricultural credit in 

1. e«« Sttlotor; Bport of tli« ll«a««rT« Rtnk of lodii. 
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places v/hete the question of ovcrdues became 
senous. It was, therefore, pointed out that overdues 
should be brought down to a level at which they 
could be repaid out of the proceeds of agriculture 
within a reasonable period of time In its Prelimi- 
nary Report the Bank suggested that unless the 
CO operative banks could put their long term loans 
on a business footing and separate them from their 
other business, the Bank will not be in a position to 
help them It suggested that agricultural paper, 
representing renewal of old loans coming through 
Provincial Co-operative Banks could not be dis* 
counted by the Reserve Bank 

Overdues could be written off from reserves 
and other funds and the remainder could be spread 
out and recovered m easy instalments In fact the 
present js a suitable time when this reconstruction 
should be done 

With regard to the other recommendation of 
the Reserve Bank of India that there should be an 
adequate margin between the borrowing and the 
lending rates of co operative banks, it may be said 
that the underlying objective was to help the utility 
of societies to its members Low margins are possi- 
ble where the agriculturist has been prosperous and 
creditworthy over a long period of time , but the 
price of credit roust indeed be high where crops are 
insecure as in India None the less to work success* 
fully and be serviceable to the cultivator, the price 
of credit should not be high Hence the movement 
should be subsidised by the State 

This suggestion of the Bank that loan, should 
be restricted to amounts which could be repaid out 
of the harvest did not, of course imply that they 
should be restricted for cultivation purposes only 
In its Preliminary Report the Bank suggested that 
loans must be strictly limited to cultivation finance * 


1 6»e pMgnph 40 cl tb» Beport, 
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This implies that expenses connected with plough- 
ing, sowing etc , should be advanced and al o 
money ordinarily required for maintaining the 
farmer’-> family till harvest and for purposes like 
the replacement of cattle or implements, provided 
such loans can be repaid out of the proceeds of the 
harvest in a normal year The Bank laid down the 
ideal that if the co-operative societies are not to be 
mere substitutes for the moneylender they must 
see that the member borrows generally for productive 
purposes only and that other loans are reduced to 
the minimum.^ The Bank also suggested that 
the co-operative movement must bring the whole 
life of the cultivator within us ambit fhis idea 
has also been developed by the Bank in its various 
bulletins It has pointed out that members must 
understand the aims and objcctiv-’s of the societies 
and they should be imbued with co-opcrative spirit 
The society must not be merely an agency for 
supplying finance . but it must be an influence for 
the alround development of agriculture and the 
betterment of the life of the village from every 
point of view I 

Co-operative banks must also maintain fluid 
resources to provide for the withdrawal of deposits 
Their resources should be more fluid than those of 
the commercial banks because agricultural loans are 
granted for longer periods Only that amount of 
income which is actually realised ‘should be regarded 
as income and unrealised or unreahsable interest 
should not be added to the capital of the loan. 
More strict supervision must be made for setting 
out overdues of principal and interest m the Balance- 
Sheet which should specify the maturity of the 
loans by categories, € gr, under 6 months, 6 to 12 

1 See piri^epb 17 of the SUtotorj Seport of (be 1 e^cire Hink of 
lodU 
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months, 1 2 years In fact, 

co-operative banK should be run on banking lines 
They should build up strong reserves. There 
should be closer contact between co operative and 
commercial banks The former should obtain credit 
from the latter on the security of Government 
paper. Above all. a progressive, efficient and well 
trained staff ts also necessary. For this 
purpose, in every province there should be a College 
of Co-opetation providing instruction to economics 
and commerce graduates m co-operative principles 
and practices in India and other countries. 

Sub)ect to the lines of reform mentioned above, 
the Reserve Bank of India should stand behind the 
co-operative movement and be prepared to grant 
credit facilities on the lines on which foreign central 
banks provide finance, giving allowance for the 
special conditions of our country It is indispen- 
sable that institutional credit must be developed m 
our country and the co-operative movement is the 
best agency for developing institutional credit for 
agriculturists The movement should, however, be 
properly linked to the Reserve Bank of India so 
that the latter may be able to make its credit policy 
m agricultural areas cff«»ctive and may be able to 
pass on the benefit of its vast credit resources to 
the cultivator. What help the Reserve Bank of 
India is allowed to give to the movement under 
the Reserve Bank of India Act and the extent to 
which this financial help has been given in the 
past as also the policy that the Bank shphld pursue 
for the future will be discussed subsequently. 



CHAPTCR V 


OTHER IMPORTANT AGRICULTURAL 
CREDIT AGENCIES IN INDIA 

The land mortgage banks the indigenous 
banker the commercial banks and the loan offices 
of Bengal are other agencies engaged m providing 
agricultural credit m our country In this chapter 
a brief reference is made to the nature of their 
organisation and operations to estimate the part 
played by them in agricultural credit and to sec the 
lines on which financial link between them and the 
central bank of the country can be established to 
the advantage of Indian agriculture The mdi 
genous banker may be an individual or private firm 
receiving deposits and dealing m hundis or lending 
money Ordinarily he has no direct relation with 
the cultivator, because he finances trade and indus* 
try primarily He may finance agriculture through the 
local Sahukar or moneylender Indigenous bankers 
consist of Marwari Shroffs Multanis Chettiars and 
others This class sticks to its hereditary methods 
of business and is businesslike, frugal and shrewd 
and finances most of the inland trade and industries 
and also plays indirectly considerable part in supply- 
ing agricultural credit ‘ In the sphere of village 
and agricultural finance by far the largest credit 
facilities are provided by shroffs who are spread 
over the whole country They are, in fact, the pivot 
of the Indian banking system Their importance 
cannot be overemphasised They provide market- 
ing finance for agriculture and in order that they 

1 See Btetatorj 1 eport of lli« reserve Ri k of lo^u 1937 pate 42 
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may be made more helpful m the agncultural credit 
machinery of the country they should be linked 
with the central banking s'l stem of India. The way 
m which this can be done will be discussed sub- 
sequently 

Land htortg^e Banks : Their ClasslHcation : 

Long term finance for agriculture should 
usually !:« supplied by a separate agency which is a 
land mortgage bank In foreign countnes such 
banks ha%e been organised to pro\ide long-term 
credit for agriculture They are of \"arious types 
and differ widely in their features m different 
countries They were evolved not in re«ponse to any 
definite economic theories but to provide solutions 
for local conditions. They mav be classified in 
different ways on different pnnciples Broadly they 
maybe co-operative. non-cooperative or quas^co• 
operative. The Prussian Farm Mortgage Mutual 
Credit Associations belong to the first category. 
Thev are assoaations of borTowcrs,hav mg no capital 
They do not aim at profit and trv to keep the rate of 
interest low Each member pays a small entrance 
fee to meet the necessary expenses Mortgage 
bonds are issued to obtain capital and the"® bonds 
arc quoted on the E.'tchanges In Germany they 
are called Land Sebaften and are combined into a 
central Land Schaft which is acen'ral co-operative 
organisation The Federal Farm Loan Banks of the 
United States of Amcnca aho belong to thi'' type 
The non cooperative trpe is represented by the 
continental syscem The Agricultural Bank of 
Egypt the Credit Foncier de-France, etc are based 
on this model They work for profit and declare 
dividends The State exercises control over their 
operations so that there may be no hardship to 
borrowers or to debenture-holders There are also 
institutions which combine co-operative and 
commercial ideals in different proportions and they 
arc of a quasi co-operative character They hav e 
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share capital and limited liability and their member- 
ship IS open to borrowers and non-borrowers both. 
The Hungaram Land Mortgage Institute for large 
landowners and the National Small Holdings Land 
Mortgage Institutes for small owners as also the 
long-term credit organisations in Norway and other 
countries arc examples.* These banks provide loans 
for repaying old debts and for land improvements 
on mortgage secunty. They have specialised 
machinery for the valuation of land and they raise 
funds for long periods of time by floating debentures. 

In India land mortgage banks are in existence 
on the co-operative model. A beginning in this 
direction was made when the Central Land Mort- 
gage Bank was started in Madras on co-operative 
lines. Afterwards they grew up in other places 
also. In Madras and Bombay, they were established 
for financing and co ordmatmg the working of 
primary banks , but in the Central Provinces and 
Bengal separate departments of the Provincial 
Co-operative Banks arc looking after this work. 
In Orissa the Provincial Land Mortgage Bank 
finances the agriculturists direct through its 
branches They have not made adequate progress 
in our country. Except m Madras they are not 
adequately developed At the close of 1^42 43 
there were 273 land mortgage banks in India of 
which 120 were in Madras. In 1944-45 their 
number went up to 289. In 1943-44 debentures 
outstanding and the loans due from individual 
members came to Rs. 3 63 crores, respectively, of 
which the share of Madras alone was Rs. 2.82 crores 
and Rs 2.30 crores, respectively. This development 
is inadequate in consonance with the needs of long- 
term finance for Indian agriculture. 

The Provincial Governments are helping these 

1, For • d«l*il(<1 icc^anl of tb«R« tr|>c> noral CrediU Ilertieki 
rUcfl of nord Cre Ills br Uorm«n iRd the Indian C«ntri1 Kinkln; En'jolrr 
Committee Bepert. Alio 6«e Apr**"!!*. 
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banks by guaranteeing thcic debentures in respect of 
principal and interest. They also supply them with 
free services of valuation officers and other depart- 
mental officers and giant them subsidies in some 
cases This policy must continue and if possible 
and necessary, Government should be more liberal 
m this connection Government subsidies are also 
granted in other countries The case of England 
may be mentioned on the point The Agricultural 
Mortgage Corporation of London issues debentures 
bearing 5 per cent interest but it itself charges only 
4 per cent on loans This is due to the subsidies 
granted to the Corporation by the State tihich in 
1943 44 amounted cc £ 50,000 In many other 
countries also interest-free advances are placed at 
the disposal of such institutions * A Bill wa« before 
Parliament in June 1944 to extend financial 
assistance to the Corporation so that it might be 
able to reduce its rates of interest to per cent A 
similar ideal muse be mamtamed in our country also 
so that long term finance may be made available at 
4 to 4J per cent Here it may be pointed out that 
the Mortgage Bank Department of the Common- 
wealth Bank of Australia loans up to 20 years at 
4 per cent per annum and for 21 to 41 yearsat 4S per 
cent per annum In New Zealand the State Advances 
Corporation was set up m 1935 It is a State owned 
institution having branches in 21 district centres Its 
loans on mortgage together with interest amounted 
to £ 458 18 lakhs m 1942 These loans are given 
on the long term amortisation system and the rate 
of interest has been 4J pet cent for several years® 
In Norway an institution for granting of working 
credits was established for granting loans to small 
farmers’ working Credits Associations. The interest 
charged does not exceed the average interest on the 
borrowings of the institution and m the beginning 
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It was limited to 4 per cent. The State makes up 
the difference between borrowing*; and loans granted 
and Its administrative expenses. The National 
Agricultural Credit Institute of Rumania was 
founded in 1937 with a capital of 1,000 million Lei , 
half of which was subscril’cd by the State and the 
other half by other institutions including the 
National Bank This institute was to receive 
annually an amount of 1.000 million Lei for 20 years 
and Its rate of interest is to be kept at a low level 

Their Operat ions in India : 

In India land mortgage banks have so far been 
making advances almost entirely for redeeming old 
dabts In 1)37, an inquiry made by the Agricultural 
Credit Department of the Reserve Bank of Indfa 
into the working of land mortgage banks showed 
that loans for liquidation of old debts formed 93 6 
per cent of the total of advances as against .38 per 
cent advanced for land improvement Of course, 
improvement in the economic condition of the 
cultivator cannot be made without removing past 
indebtedness 5 but this alone cannot be helpful and 
It IS, therefore, necessary to develop the business of 
land improvement The maximum amount that 
can be lent to a member is Rs JU.OOO and the limit 
m some cases has been reduced to Rs. 5,000. There 
are minimum limits also at about Rs 300. Loans 
arc made only to agricuUuiists against the security 
of first mortgage of agricultural land of at least 
twice the value and are repayable in 20 years at 
the most m equated annual instalments, the borrow*^ 
ers having the option to make repayments earlier. 
The repaying capacity of the borrower is taken 
into account in sanctioning loans. The rate at 
which loans are advanced by the primary banks 
vary between 6 and 1 \ per cent, per annum while 
in Assam the usual rate of interest is 10 per cent 
This is higher than it ought to be. Funds are 
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raised mainly by debentures and also by shares 
Borrowers are required to subscribe to the share 
capital an amount equal to 5 per cent of the 
borrowings Debentures are guaranteed by Govern- 
ment m respect of principal and interest and the 
period of their maturity vanes from 20 to 25 years 
They are irredeemable for the first 10 years but 
can be redeemed at any time afterwards at the 
option of the banks The banks are required to 
constitute regular sinking funds for redeemable 
debentures 

Government Help : 

The development of land mortgage banks has 
been encouraged by the Government Their 
debentures have been guaranteed and subsidies 
granted in the initial stages to meet deficits 
In Orissa the Government have taken up a 
small part of share capital Exemptions have also 
been granted to them from stamp duty and regist- 
ration fees regarding documents to be ezecuted by 
the borrowers The Government cxerases control 
over them The Registrar of Co operative Societies 
is usually the trustee appointed by Government to 
secure the fulfilment of the obligations of the banks 
to the debenture holders The valuation of land 
IS done by Government officers whose services are 
provided free to the banks m many cases In 
certain provinces Land Mortgage Bank Acts have 
been passed and power has been conferred on these 
banks for the speedy recovery of arrears from the 
defaulters as recommended by the Indian Central 
Banking Enquiry Committee 

Necessity of Expansion : 

The number of land mortgage banks should be 
considerably increased mour country Vast funds 
must be required for land improvement m a planned 
system of agricultural economy and planning of 
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agriculture is indispensable to increase the yield 
from agriculture, for India must be converted from 
a deficit to a surplus country in respect of food 
commodities Hence services of land mortgage 
banks will be required to a much larger extent. 
Secondly, fundamental reforms in land tenure must 
bemade to improve the ccrdition of Indian agricul- 
ture. This means the abolition of Zamindari system 
wh ich now is an admitted fact. There are Bills 
pending before provincial legislatures to abolish 
Zamindari, The most efficacious substitute for the 
Zamindari sjstem would be the peasant-proprietor- 
ship system which will provide incentive to the 
cultivator to make improvements m land. It is also 
admitted that the abolition of Zamindari is to be 
subject to the payment of reasonable compensation. 
Roughly lo to 20 times the net rental receipts 
retained annually by the Zammdar as his share after 
paying land revenue to the State may be regarded 
as the fair scale of compensation. This amount has 
to be paid to the dispossessed land-owner imme- 
diately. The cultivator will like to make the pay- 
ment to the land-owner and realise the money 
gradually from the proprietor who will pledge his 
land as security with the Bank. They will collect 
funds by selling debentures which must be guaran- 
teed by the State and which must bear a reasonable 
rate of interest of not more than 3 to 3i per cent. 
They should advance money on behalf of the culti- 
vators at Zamindari abolition a low rate of interest. 
Such banks must be started m large numbers They 
must be subsidised by the State and a large part of 
their initial expenses may have to be borne by the 
State. Unless this is done and unless interest-free 
balances are placed at their disposal by the State, 
this objective cannot be achieved. In this way a 
network of co-operative land mortgage banks should 
be set up in our country primarily to make loans for 
land improvement and to enable the constitution of 
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economic holdings to be created, and also to 
constitute peasant proprietorship m place of the 
existing Zaramdan system The type of help that 
can be granted by the Reserve Bank of India to such 
banks is to be discussed in a subsequent chapter 
Wherever Land Alienation Acts are m force, they 
should be suitably amended, and summary powers for 
recovery of arrears must be conferred upon them 

Commercial Banks i 

The part played by joint stock banks m India is 
very small Out of about 2500 towns having 
a population of 5000 or mote m India only 140 had 
each a banking office m 10J6 and this number 
increased to 514 in 1956 On the 30th June, 1945, the 
total number of offices of the scheduled bank* includ- 
ing head offices, branches pay offices, etc., was 2715 . 
while the total number of non-scheauled banks was 
613 at the end of December, 1944. The total demand 
and rime liabilities of scheduled banks stood at 
Rs 868 58 crores on the 29th June. 1945 and th<» ad- 
vances made by them stood at Rs 279 74 crores The 
total demand and time Iiabihtiesof the non scheduled 
banks stood at Rs 53 13 crores at the end of 1944 
No complete data regarding advances made by these 
banks against agricultural produce are available 
Figures were collected by the Agricultural Credit 
Department of the Reserve Bank of India for 39 
scheduled banks in respect of such advances They 
indicated that on 3lst December, 1942, 38 banks had 
made advances to the extent of Rs. 22 17 crores 
against security of agricultural produce , while the 
advances of one came to Rs 11 58 crores on the 31st 
December, 1943 They were made against food 
and money crops and mostly against cotton The 
rate of interest varied from a minimum of 2i per cent 
in a few cases up to a maximum of JO per cent, the 
usual rate being 6 per cent' 

1 Sds S«port ol tbd Aen Bltonl fisiacs Sub Comm ttee page 
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It IS sometimes suggested that commercial banks 
should be encouraged to develop their agricultural 
business by giving them a first charge on crops and 
on the farming stock. This will, however, stop 
finance from other sources and can be justified only 
if these banks can supply adequate finance to the 
agriculturists They are, however, unsuited for this 
purpose Cven in other countries they have not 
been able to cater for all the credit needs for 
agirculturc Hence agricultural charges should not 
be created in favour of commercial banks. It is 
also suggested that commercial banks should be 
allowed to make advances against the security of 
title deeds. Commercial banks will not, however, 
be attracted by this facility Hence this should not 
be done They can be helpful m providing market- 
ing finance In this connection the scope of their 
business can be increased considerably by improving 
the arrangements for the marketing of crops by (1) 
the grading and standardisation of staples and of 
contracts, (2) proper storage facilities, and (3) the 
creation of properly regulated local as well as 
forward markets The improvement of marketing 
facilities will reduce the cost of marketing to the 
grower and ensure him a fair price. It will also 
encourage commercial banks to take a greater part 
in financing the sale of agricultural produce. 

As pointed out by the Indian Central Banking 
Enquiry Committee the uneconomic nature of 
agricultural holdings in India, the slenderness of 
the security that the agriculturists can offer and 
other causes account for the fact that joint stock 
banks bava not piovvded •any amnsint at 

rural credit m India. If they liberally extend the 
system of financing against precious metals including 
ornaments the well to do cultivators might come to 
them. It is however, in respect of marketing 
finance that commercial banks can provide agricul- 
tural credit facilities. The Reserve Bank of India 
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recommended that commeraal banks can be helpful 
in financing the movement and marketing of crops by 
making shorbterm advances against produce provided 
regulation of markets is done There is consider- 
able scope for an increase in the financial support 
to be given by commercial banks to moneylenders, 
indigenous bankers and co-operative banks if these 
agencies are organised along proper lines The 
help to be rendered by the Reserve Bank of India 
will be considered subsequently 

Loan Offices of Bengal : 

The Loan Offices play an important part in 
financing agriculture m Bengal On the 31st 
March, 1931, there were 1008 loan offices and in 
1929 most offices with a working capital of 
Rs 50,000 oc less had no reserve fund worth the 
name* Thcic working capital was estimated at 
Rs 9 crores but about two-thirds of them had a 
total working capital of less than a lakh of rupees 
According to the Central Banking Enquiry Com 
mittec the percentage of reserve fund to capital 
was very low m many of them They obtained 
their capital by deposits which they received for 
about three years or so The rate of interest on 
deposits received by them varied from 4 to 9 per 
cent In some cases it varied from 10 to 15 per cent 
and in one case 24 per cent was paid to receive 
deposits* In these circumstances it is clear 
that their rates of interest aic bound to be high 
The larger offices deal mainly with Zamindars 
substantial tenure holders and the middle class and 
the small offices deal with the small tenure holders 
and cultivators They make advances against 
personal security and on the mortgage of land and 
buildings Their rates vary from 9 to 15 per cent for 


I 8e« rtragraph W Beogil ProT ite >l aink ng Cnqnfty Committeo 
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a mortgage and from 15 to 25 per cent for personal 
security, with 37J for small loans These offices 
have not been beneficial to the cultivators. They 
have not been a benefit to the Zaminadars and many 
of them proved a snare.* During the depression 
they were adversely affected and agricultural finance 
was paralysed In the case of Faridpur Loan Office 
the loans amounted to Rs 3 39 lakhs in 1933-34 
Reserves were completely wiped out in many cases 
Many of them applied for sanction under the Indian 
Companies Act for compromise with their deposi- 
tors The compromise provided for a reduction in 
interest rates on deposits to less than 4 per cent and 
for gradual repayment of the amount m 5 to 10 
years Government assistance was requested in the 
from of advances against the land mortgaged with 
them The provincial and Central Banking Enquiry 
Commitees made certain recommendations to im- 
prove their condition. Mr N. R Sarkar suggested 
that an apex Corporation should be started to 
finance Loan Offices and help them to liquefy their 
assets Their business should be regulated and they 
should either be governed by the Banking Companies 
Act or a separate Act applying to them should be 
passed, governing their constitution, capital, reserve 
funds, operations and the like Only when they are 
properly organised will they be in a position to be 
of service to agricultural industry. The Act, m the 
first instance may be a temporary measure for five 
years and thereafter its working may be reviewed 
It IS then that they can come within the ambit of 
the Reserve Bank of India 

Govetameat Finance far Agxicaiture t 

The Government has also been providing 
financial assistance to the cultivator m the form of 
taccavi loans. In the pre-Bntish period, the State 

1 See ptge 45 Dirlioe’e Oeport on the Conetitctioa of the Beeerte 
Btnk of lodiA, Appendix 6 
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bursed either through the Reserve Bank of India 
by entrusting tunds directly to the Agricultural 
Credit Department of the Bank or by opening a 
Mortgage Bank Department on the Australian 
model The funds disbursed under the Act of 1883 
may be placed at the disposal of the latte rDepart- 
ment and those under the Act of 1884 should be 
given over through the Agricultural Credit Depart* 
roent •when and if it is directly entrusted with funds 
Or, the land mortgage banks and co operative 
societies should disburse these funds Then alone 
these funds will reach the cultivator properly and 
the Reserve Bank of India will be able to exercise 
a more effective control over the money market 

The above discussion indicates the part that 
various agricultural credit agencies are playing in 
India m providing agricultural finance When 
proper reforms are introduced m them, it will be 
possible for the Reserve Bank of India to exercise 
control over them and to help agriculture by 
providing adequate financial facilities It is neces- 
sary that these agencies should come into touch 
with the Bank and at the same time rates of interest 
must be reduced to proper levels The help that 
the Reserve Bank of India has rendered and is 
allowed under the Act to render and that it should 
render in the future will be discussed in the follow- 
ing chapter 



CWAPTER VI 

REORGANISATION OF AGRICULTURAL 
FINANCIAL SYSTEM IN INDIA 

Necessity of Structural Changes : 

Agricultural financial system m India requires 
to be reconstructed on sound lines m order that it 
may meet the credit needs of agriculture m a proper 
manner The structure of agricultural finance 
should be reorganised to put Indian rural economy 
on a sound footing and to make agriculture an 
economic preposition for the cultivator In this 
connection, certain important points are to be borne 
m mind. 

Trends in Agricultural Debt t 

First the existing position of agricultural 
debt and the future trends therein roust be properly 
appraised After the Banking Enquiry Committee 
no alUndia survey of agricultural debt has been 
made. The war may have reduced it but the 
position has to be ascertained in its proper pers- 
pective The Agricultural Finance Sub Committee 
remarked in its Report that the determination of 
the total volume of present debt was not an im- 
portant preliminary for the work of the Committee' 
and It was merely satisfied by broadly indicating 
the nature of the rural debt situation in the country 

Reduction Of Debt : 

Secondly, the existing agricultural debt should 
be reduced to a level which is well within the repay- 
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mg capacity of the cultivator. A general adjustment 
of the debt burden is necessary to raise a new struc- 
ture of agricultural finance in which borrowed funds 
will be utilised for productive purposes and the 
economic solvency of the cultivator will be ensured. 
The present is the most suitable time for it when 
the cultivator in the past has made profits and when 
he IS in a position to clear off his debts. In this 
connection the debts of cultivators with proprietary 
rights in land should be reduced to 50 per cent of 
the value of the landed property , while in other 
cases they may be reduced to a level which is well 
within their repaying capacity. The burden of 
past debts acts as a great impediment in the way of 
the improvement of the economic condition of the 
caltivafor and it binds him permanently to the 
moneylender which is to his disadvantage. This 
situation muse not be allowed to exist. 

Reduction in Interest : 

Thirdly, whatever the agency for providing 
agricultural finance may be. it is necessary that the 
rate of interest should be considerably reduced. In 
England the Agricultural Mortgage Corporation of 
London charges only 4 pet cent interest on its long- 
term loans while itself pays 4i ocr cent to 5 per cent 
on debentures and recently ic reduced its rate to 3| 
per cent. This was possible because of the subsidies 
granted by the State amounting to £ 50,000 in 
1943-44. In America the rate of interest of the 
Federal Farm Mortgage Corporation was 4 per cent 
up to June 1945 ; while the Federal Intermediate 
Credit Banks provide discounting facilities at U per 
cent to enable the financing institutions borrowing 
from them to grant loans to farmer-borrowers at a 
rate not exceeding 4l percent.' The rates of interest 
charged by the State Rural and Agricultural banks 

1 S«« the 13Lb Aasael Bep9rt of the Fertn Credit Admioiftritiiin 

far 1M4 4S 
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and corresponding institution vary between 3f and 
4^ per cent in Australia The maximum rate 
prescribed by pastoral finance companies at present 
(1917) IS 6 per cent. In Dcmatk between 1940 and 
^945 the rate of interest on long-term mortgage 
credit was reduced to 36 per cent because of the 
monetary policy of the central bank The rates o£ 
interest for current finance m India should be 
reduced to 61 per cent , while those for development 
finance should be reduced to 31 to 4 per cent^ At 
present Indian cultivators do not get loans at fair 
interest This is evident from the rates of interest 
charged by co operative societies In 1944-45 the 
most usual lending rare of interest was 7l per cent 
£of Madras 8| percent for Bombav, I2i percent for 
Bengal 9 to 12 per cent for the United Provinces 
and b to 25 per cent for Bihar and Orissa The 
rates charged by moneylenders, though regulated 
by legislation in theory are much higher in practice 
for they follow various devices to get over ihi 
provisions of the law 

Agency for Loans : 

Fourthly, there is the question of the agency to 
grant loans to the agriculturists At present the 
part played by the moncylende*- m financing agri- 
culture IS most predominant but this system of 
finance is very costly The Central Banking 
Enquiry Committee estimated the total agricultural 
debt of India at Rs 9(X) crorcs of which Rs 500 
ctorcs was long term debt and Rs 400 crores was 
short term debt The resources of agencies other 
than the moneylender are much too inadequate to 
meet the needs of the cultivators This is evident 
from the fact that during 19M 45 the total number 
of agricultural credit societies was 136358. Their 
working capital was Rs 301 crores Dunng the 

1 Ttesa 1 mils tisTe b««n eODti<l«T*<i «« pr pt ty ILa Agr col Qt»l 
F nines Bob Committee H* iH nsport ji 44 
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year they advanced loans amounting to about Rs 15 
crores The number of non-agricultural societies 
was about 22,000 and their working capital w?s 
about Rs 50 crores Thus the total working capital 
of agricultural and non-agricultural societies came to 
about Rs. 80 crores. This is the amount of current 
agricultural finance which co-operative societies can 
provide for agriculture and allied industries During 
the same year the number of land mortgage banks 
in India including the States was 289 with a working 
capital of about Rs 8 crores They obtained their 
funds mostly from debentures which stood during 
the year at Rs 3 74,000. Thus land mortgage 
banks cannot provide long-term finance beyond the 
amount of their working capital which amounts to 
Rs. 8 crores ^ The joint stock banks provide only 
marketing finance to the extent of slightly over Rs 22 
crores (1942) The usual rate of interest charged 
was 6 per cent though it varied from 2^ per cent to 
10 per cent^ 

It IS thus clear that the moneylender provides 
the bulk of finance, while other credit agencies do 
not have adequate resources to meet the needs of 
the agriculturists Of the existing credit agencies 
the co-operative movement can be expected to play 
a larger part in providing agricultural finance, pro- 
vided It is reconstructed and revitalised. It has 
been m existence now for about half century, but it 
has touched hardly a fringe of the agricultural 
population It IS true in some provinces like 
Bombay and Madras it has made adequate progress, 
but in others. like Bihar and Orissa, it is in a very 
bad condition joint stock banks can only provide 
marketing finance and the way in which the part 
played by them can be improved will be suggested 
in a subsequent chapter 

1 Bee Stituticil tjUtemenU rcUtiDg to the Co operative MoTctneut in 
India for the year* 19(3 (4 and 1»4I 4S pnhlulied iu 19(7 

S Bee Report of the iftneaftnrnl Finance fiab Committee pi(e S6 
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Provincial Agriculturai Credit Corporations : 

The Agricultural Finance Sub-Committee sug 
gestcdthe setting up of the Provincial Agricultural 
Credit Corporations as alternative agencies of credit 
in di:fferent provinces According to the Committee 
the alternative credit agency must be an autono-- 
mous public corporation established by the State 
and operating under general official supervision 
and direction, but who<e day to day working and 
normal business transactions are largely conducted 
on independent basis ’ Half of the capital of such 
corporation is to be provided by provincial govern- 
ments and the rest by mstitutional investors The 
affairs of such a corporation are to be managed by 
executive officers appointed by the provincial 
governments and Its policies should be framed by a 
board consisting mainly of nominees of government 
and tepcesencatives of other shareholders Such 
corporations wdl deal with any individual agricul 
tural producer applying for loan The advantages 
claimed for such a corporation are that the cost of 
finance is not likely to be larger than that of private 
or co-operative finance It will have an assured 
volume of work which will be greater than available 
normally to a private or co-operative concern. It 
will provide long term mtermediate-term and even 
short term finance to the cultivators , but m the 
less developed tracts a State Corporation may find 
It difficult to meet the needs of short-term finance 
of the smaller cultivators The solution for this 
difficulty IS that such cultivators should be 
induced to form themselves into co-operative 
credit societies financed by the co operative 
central f nancing agency or if need be by the 
State Corporation. If co-operative credit societies 
m such areas cannot be formed same kind of 
borrowers organisations will have to be formed 


1 See ptgt 36 of (bo Beport. 
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as a Imk between the local agency of a State 
corporation and the agriculturists, such borrowers’ 
groups would collect applications for loans 
and also the required information for borrowers 
m the locality concerned and transmit them to 
the lending agency The Committee suggested 
that the State was to give subsidies and other help 
tn order to meet the cost of administration and col- 
lection of loans, patucularly in the less-developed 
regions. 

Co-operatives as Alternative Agency ; 

The existing co-operative organisation cannot 
serve as the general alternative agency to the money- 
lender for a number of reasons First, co-opera- 
tivc banking organisations are not strong m pro- 
vinces like Bihar and Orissa ' Secondly, the co- 
operative organisations are fo be autonomous bodies 
managed by members themselves They cannot be 
used, therefore, as instruments for giving effect 
for government policy without interfering with 
their autonomy Thirdly, co-operative societies 
can provide agricultural credit facilities only for 
their members and not for others Fourthly, 
they are not so developed and widespread as to lead 
to any substantial duplication of efforts as a result 
of the creation of State agricultural banks. 

The Committee did not intend that the 
Agricultural Credit Corporation should take the 
place of co-operative banking, where the latter is 
adequately developed. It, however, suggested that 
in provinces like Orissa wiiere there is no provincial 
CO operative bank, one need not be established The 
Agricultural Credit Corporation can finance the 
co-operative societies in such provinces The Cor- 
poration may also finance co-operative societies 


I Sfce the Ilcport of 8ir M 1. Derllns on Co op-rtliTC Moiemeot in 
lodia aohmilted in 1931 
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where adequate higher organisition does not exist 
In provinces where normal co operative banking and 
CO operative land mortgage banks are adequately 
developed, the Agricultural Credit Corporation 
with Its branches will be a third system Care 
should be taken to provide for co ordination of all 
the agencies and for preventing overlapping of areas 
m provinces where co-operative banking and land 
mortgage banks are developed adequately The 
Committee further pointed out that m provinces 
where government feels that co operative financing 
agencies arc so strong that these can do all the work 
a separate State corporation need not be set up 
provided ‘ that some means are found for making 
finance through co-operatives available to all credit- 
worthy borrowers’ In such cases the suggestion 
of the Committee is that the co-operative structure 
should get the same type of support as recommended 
for the Agricultural Credit Corporation 

State Institutions in Foreign Countries : 

In certain other countries like Egypt, South 
Africa and in the United States of America the 
apex banks providing finance to co-operative 
societies are virtually Stale institutions In New 
Zealand the State Advance Corporation grants long- 
term credits and the Rural Intermediate Credit Boaid 
set up under the Act of 1927 advances funds to 
individual associations and co operative societies 
and discounts promissory notes. The government 
advances funds and help it in floating debentures 
Rural intermediate credit associations can be set up 
under the Act, consisting of 20 or more persons 
engaged in agriculture They borrow money from 
the Board and lend it to members on approved 
securities for a maximum period of five years up to 
the maximum amount of £ 2,000 to a person or 
ten times the value of shares held, whichever less 
The Board can also make loans to the co operative 
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societies. In the United States of America the 
Federal Credit Administration was set up in 1933, 
under which the country has been divided into 12 
districts for purposes of agricultural credit and 
each district has four institutions in the establish- 
ment of which the State participated. The ori- 
ginal capital of the Federal Farm Mortgage Corpora- 
tion was 200 million dollars which was provided by 
the State, It groups together all local agricultural 
associations, lending money on mortgage to farmers. 
The banks for co-operatives are also State-aided and 
in 1945-46 they provided credit to over 1,000 co- 
operative associations of over 375 million dollars 
at 4 per cent interest. The Federal Intermediate 
Credit Bank and the Production Credit Corporation 
grant intermediace-term and short-term loans. In 
1946 the former granted loans amounting to over 
900 million dollars. The paid-up capital of the 12 
Federal Intermediate Banks was 60 million dollars 
and all the capital stock is owned by the United 
States’ Government. There is the National Credit 
Committee associated with the Farm Credit Admi- 
nistration. The Governor of the Administration 
is the Chairman of the Committee. This Com- 
mittee IS represented by leading farm organisations, 
ocher agricultural credit agencies, the Federal 
Reserve Banking System and co-operative agencies 
connected with agricultural finance and it discusses 
farm mortgage situation and attends to other allied 
problems. Thus in many other countries State 
organisations exist to finance various types of co- 
operative societies. 

In Bulgaria, the State makes advances to agri- 
cultural co-operative societies through the Agricul- 
ral and Co-operative Bank. It set up an Amortisa- 
tion Fund in 1934 to finance the settlement of the 
amount due to creditors. In Egypt, the Credit 
Hypothecaire Agncole de’ Egypt was founded by 
Egyptian Government in 1932 to give long-term 
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which also appoints its managers In Finland, the 
Mortgage Loan Bank for Agricultural Undertakings 
IS a State bank which grants long-term loans. The 
State also makes budgetary appropriations to provide 
agiicultuiists with loan^ at reduced rates for land 
improvement, drainage etc and special funds have 
been set apart to improve methods of production and 
to carry out agricultural reform The State also 
guarantees loans contracted by the Central Bank of 
the rural bank«; the mortgage society and the mort- 
gage loans bank for agricultural undertakings It 
also assumes liability for a part of the interest rates 
of long-term loans to agriculturists In Italy, the 
National Consortium for Agricultural Improvement 
Credit IS a public institution and was created for 
land improvements Its registered capital of ovci 
282 million Lira was partl> subscribed by the State 
The State also shares up to 2i per cent m the pay- 
ment of interest on loans advanced b> it In 
Norway the Mortgage Bank and Small holdings 
Bank are State institutions and they grant credits to 
agriculturists In Norway, among others there 
exists a Norwegian State Bank for small propert:,- 
owners and a Farmers’ Credit Institution to grant 
long-term loan-, for agriculture They get their 
working capital largely by issues of State-guaranteed 
long-term bonds In Switzerland the financial 
requirements of agriculture ara partly covered 
through the intermediary of Raiffeisan Banks and 
partly through Cantonal Banks The latter are 
guaranteed by the State and are specialising m the 
granting of mortgages which are not restricted to 
agriculture onij In Sweden there are several kinds 
of funds to provide loans for agriculture which are 
administered by different governmental institutions 
In Ireland, the Agricultural Credit Corporation, of 
which the greater part of the capital is owned by 
the State, provides medium and long term loans for 
agriculture. Legislation is in course of enactment 
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whereby the whole of the capital of the Corporation 
will be held by State In England also the State 
provides funds for the Agricultural Mortgage 
Corporation by means of advances up to a total of 
£ 750000. The funds of the Corporation carry a 
Government guarantee In Denmark in August 
1945 a price agreement was concluded with Great 
Britain providing for prices of the most important 
agricultural products (butter bacon and eggs) declin- 
ing according to certain scale, In consequence of this 
agreement the Danish Government was put to the 
necessity of granting subsidies to the export of agri- 
cultural products In the New Anglo-Damsh agree 
ments concluded m July ^946 and February 1947 
stipulating some higher prices of the above men- 
tioned produce the subsidy policy has necessarily 
been continued Besides, certain State loans ate 
also made available for agriculturists 

In Australia m three States Rural Banks have 
been <ec up by the State Governments Each such 
bank is controlled by Commissioners appointed by 
the State Governments Their funds are mainly 
provided by the issue of debentures guaranteed by 
the Srate or by advances made by the State and to a 
small extent by deposits from the public In one 
State, the function of lending to primary producers 
is performed by a department of the State Savings 
Bank In two States the corresponding institutions 
are m effect, State Government Departments. 
Some of the State Governments have set up depart- 
ments to lend money to returned soldiers and others 
for the purpose of establishing and mamtamjng 
them on the land The rates of interest charged by* 
these banks vary between 3i per cent and 4i per 
cent per annum ^ 

Ic will be thus clear that the State plays a 

1 For data U a<e CbapUr lit of tbe Bspoit of tba Hojal Commission 
on Uonettr; and Dantiin; Syatema la bnstnl a pabi shed n 1 931 
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great part in organising agricultural credit. In some 
countries agricultural banks have .been organised 
directly by Government, while m others, the State 
makes advances or contributes a part of the capital 
of agricultural banks or it guarantees interest on 
bonds issued by agricultural credit institutions In 
certain other countries, there are departments of the 
State granting agricultural credit while in otheis, 
economically backward areas and communities are 
financed by State department as is done by the 
Farm Security Admmiscration in America 

Arguments against Agricultural Credit Corpora- 
tions : 

Thus as the above account shows, in foreign 
countries there are Stare insritutions working side 
by side with co-operati'e societies and in many 
cases they provide the mam agricultural credit 
system There is therefore, precedent in foreign 
countries for the recoiorticndatioD of the Agricul- 
tural Finance Sub-Committee for the establishment 
of State-aided agricultural credit corporations to 
supplement the efforts of other agricultural credit 
agencies in our country to provide credit facilities 
for agriculturists. There arc, however, certain argu- 
ments against the establishment of the agricultural 
credit corporations in different provinces The 
setting up of State subsidised corporations would 
injure the interests of the co-operative system.* The 
Nanavati Committee appointed in 1947 came to the 
conclusion that “ the existing co operative agency 
can, with suitable reorganisation and State-aid, 
carry out the work of the agricultural credit corpo- 
rations and in view of this, it is not necessary to 
start an Agricultural Credit Corporation. Accord- 
ing to the Committee, it is doubtful if such a corpo 
ration can be immediately started It may take a 

I j>rorre<]in^ of ft e All India Co operiliTC Confffree-* bald at 

t naV low in which opp and tbi« racommcndatlou 
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long time, Moreover, in the opinion of the Com- 
mittee, the co-operative movement should be streng* 
tbened m place of the setting up of a new parallel 
structure. In a province like Bombay the co-ope- 
tative movement is adequately developed and is 
serving a large proportion of the creditworthy culti- 
vators There are about 5.000 rural credit societies 
in Bombay province and the central agencies have 
many branches. Also there is a well-developed 
mackecing organisation with a provincial marketing 
society and about 200 purchase and sale unions. In 
view of these facts, the Nanavati Committee does 
not favour the setting up of an Agricultural Credit 
Corporation It also points out that for meeting 
the needs of scattered individuals the branches of the 
Agricultural Credit Corporation cannot prove a 
better agency The Corporation wfJI not have 
experience of work and will be lacking mlocal contact 
with non-officials Moreover, the establishment of 
a rival agency with government support will impede 
the growth of the co-operative credit movement 
Wh**!! cultivators can obtain finance at lower rates 
from the State subsidised Corporation, they will 
not prefer to deal with co operative societies, This 
competition will be unsafe because it will have 
the use of government funds free of interest. The 
resources of the country wiH therefore, be frittered 
away 

Position of Co-operative Movement * 

It may be pointed out that simply because co- 
operative societies have already been m existence 
for some time is no ground why no superior rival 
agency should be set up The point is whether the 
co-operative movement can attain such a position 
in the visible future as to be able to confer on the 
rural population all benefits claimed for an Agricul- 
tural Credit Corporation. We may point out 
that in provinces like Bombay and Madras, where 
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the CO operative movciucnt iS adequately developed 
and where with adequate government support of 
the type recommended for the Agricultural Credit 
Corporation it can further develop, it may not be 
necessar> to start i rnal agency In provinces like 
Bihar On«sa and chewhere when the co operative 
movement is in a very bad condition there is ever> 
reason for starting an Agricultural Credit Corpo- 
ration on the lines suggested bv the Agricultural 
Finance Sub Committee In tact this is what the 
Gadgil Committee themselves have suggested when 
they write that in such cases there tvotild be no 
objection if a separate State corporation is not set 
•up provid‘>d however that «omc means are found 
for making finance through co operative^ available 
to all creditworthy borrowers * 

In fact the possibility of granting the same type 
of help which is suggested by the Gadgil Committee 
for Agricultural Credit Corporation maybe given 
to Provincial Cooperative Banks and they may 
"work along the lines suggested by the Committee 
for Agricultural Credit Corporation The existing 
CO operative societies may be utilised as the branches 
of these banks thus maintaining the autonomous 
character of the co-operative movement and at 
the same time making the resources of the State 
available to the co-operative movement to an 
adequate extent. 

Finance will also be required to meet emergen 
cies like famine flood or any other calamity There 
are large areas where failure of agricultural produc 
*tTon takes place periodically Such emergenci‘»s are 
•at present met by Famine "Relief Balanced economy 
'should be introduced m area*^ where distress condi 
tions are chronic as a re»ult of famines or floods 
Long range programmes of economic development 
should be prepared for such areas In each province 
for such areas, an administrative machinery on the 

1 pi|« 49 of tb» Boport. 
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model of the Farm Security Admmtstration m the 
U S of America should be set up In the USA 
this Administration gives help to the needy farmers 
in '.anous ways. In some States in America the 
Administration is financing almost one-b&if of the 
farm population. A programme of relief and 
rehabilitation should be framed, involving financial 
and technical assistance The State will have to 
make grants for such a programme and special 
sub^'idies may have to be provided to meet the 
needs ot the situation State-aided agricultural 
credit corporations can provide the necessary 
finance tor such purposes. Normal credit agencies 
are unable to cope with such condition* Hence 
special State-aided financial institutions are needed 
for such purposes. A part of the cumulative agri- 
cultural debt IS due to such condit'ons, and when 
special provision is made for them, the w’orlting of 
normal agricultural credit machinery will be 
facilitated. 

Whatescr the agenev or nature of rural finance. 
It should prove if^clf to be of real and tangible 
assistance in reconstructing agricultural economy 
and in uplifting the cultivator Rural financing 
should be helpful m arresting the instability of 
agricultural prices, the unxemunerative conditions 
of land-tenure and the exorbitant rates of interest, 
■which are the prevailing evils of our agricultural 
economy The credit agency should prove a useful 
'and attractive alternative to the money-lender. 
Unlcs'! the agricultural finanaal system is organised 
'^along these lines, it may not be expected that ade- 
'quate credit facilities will be provided for the 
'cultivator. Given this, it ’will "be possible to'hieet 
*his normal CTedirnteds Such an rmproved 'ag'n- 
■ cultural financial system ^Eould “be linked with iHe 
organised money market of the country. The lines 
along which this link can be set up will be discussed 
m the following chapters. 



CHAPTER VII 

BANK OF ISSUE AND RURAL CREDIT 

Central banks or banks of issue play an im- 
portant part in providinff, controlling and organising 
rural credit facilities. The supply of credit for 
agriculture should be elastic Demands for agri- 
cultural credit and the period over which these 
demands are made vary from vocation to vocation 
and from industry to industry. These variations 
offset each other to some extent ; but the seasonal 
nature of agricultural industry must be recognised 
Seasonal and market conditions vary considerably 
from year to year. Ac tiroes, great strain is placed 
on the sources of rural credit by the inacased 
demands caused by adverse conditions. As pointed 
out by the Royal Reconstruction Commission of 
of Australia in its Fifth Report, “These extra 
demands for rural credit can be met only by a 
strong policy of control by the Central Bank over 
the creation and distribution of money credit backed 
by sufficient confidence to create additional credit 
of this nature to balance an increased flow of goods 
coming on the market.”* Without such a policy, 
agricultural operations in respect of production and 
marketing arc likely to suffer considcrabl}’ with 
grave effect on the producers. Hcncc central 
banking operations in respect of discounts and 
advances arc of special importance in relation to 
their responsihiTicy as controWers of credir. h is 
.by these activities that the supply of available credit 
is ordinarily regulated. The orthodox view is that 
.a central bank should not provide day-to-day normal 

1 pic* IB el tbi Report. 
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finance for agriculture or industry but central 
banks are rendering a great financial help to agri- 
culture in various countries In countries like 
Australia Argentina and Brazil special departm<’nts 
of the central bank have been set up to provide 
agricultural credit while in the case of other central 
banks special facilities arc granted for financing 
agriculture by giving special terms regarding interest 
and period of time in rediscounting agricultural 
paper The fact that the Financial Committee of 
the League of Nations devoted its attention to an 
elaboration of principles sub)ect to which central 
banks should extend help m providing agricultural 
finance indicates the important parr which such 
banks should play in ptovtdmg agricultural finance 
in September 1937, the Assembly of the League of 
Nations asked the Economic and Financial Orga« 
nisacion to arrange for the study of systems of 
agricultural credit and insurance with a view to the 
elaboration of principles calculated to strengthen 
internal and external credit and suitable for adop* 
non by countries contemplating a modification of 
their legislation on this subject Thereafter 
M Louis Tardy conducted an inquiry into the 
subject. One of his recoromendatiDns was to the 
effect that banks of issue should also m each 
country pay heed to the agricultural situation and 
grant whenever possible,...., special terms as to 
interest and duration in connection with the re- 
discounting of paper submitted by agricultural 
credit institutions * Attention was also devoted 
CO the subject in another publication of the League 
of Nations entitled AgncuUural Credit Mediate 
Term Credit to Industry m which emphasis was 
laid on the necessity of developing a proper rela- 
tionship between the central bank and the organisa- 
tion of agricultural credit The General Assembly 
of the International Commission of Agriculture m 
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July 1936, stressed the importance of defining the 
form of agricultural credit best suited to modern 
agricultural requirements and emphasized the need 
of securing the assistance of banksof issue in respect 
of agricultural credit. It undertook to present a 
report on the question at the Hague Conference 
in June 1937 at which a comprehensive resolution 
was passed, part (2) of which is given here for ready 
reference. It is : “That m each country, the Bank 
of Issue should take into account the conditions of 
agricultural production and that it should grant 
special rates of interest and of periods, and allow 
for the discount of the, funds subscribed by thej 
farmers." 

M. Tardy’s report further mentions on page, 
16 that the rate of interesc*on loans must be adapted,, 
to thej?arcicular conditions of agricultiirar produc-/ 
tion with due reference to the nature oif tHe 
operations which the loan is , designed to facilitate.. 
This rate varies with the fluctuations in the price, 
of money on the money market which is itself, 
influenced i)y the discount rate of the Bank. Hence, 
there should be as close a connection's possible 
between the agricultural credit organisation and the 
bank of issue. M. Tardy further pointed out that 
the Board of Directors of the Bank of Issue should 
include representatives of the Central Agri- 
cultural Credit lE^tabHshrnent, as , in France an^* 
Czechoslovakia. 

Central banks arc. of comparatively recent, 
origin and there is no universally recognised tech- 
nique of central banking. The first central bank 
was the Bank of England, which, developed powers 
and practices suitable to the . peculiarities of the, 
monetary and banking system within which it has 
to work. In regulating credit the Bank of England 
made use of the banfc,.ratc-and-of -purchases or-sales 
of securities in the open marker. The working of- 
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these powers tequtred the existence of a specialised 
short’tcrm money market. It also required that 
the banks and the money market should respond to 
the action taken by the central bank. As central 
banks developed elsewhere, they began to employ 
different methods to regulate the volume of credit. 
They also began to render financial help to agneui* 
ture which was suitable for their particular condi- 
tions For a countrj like India the methods and 
practices of central banks of agricultural countries 
should be more commendable rban those of the Bank 
of England It cannot be expected that the regula- 
tion of the volume of credit m India could be 
achieved by a central bank which merely copied the 
methods appropriate to a different and much more 
highly specialised monetary and banking system. 
The Reserve Bank of India should, therefore, devise 
powers which may enable it to exercise control over 
the volume of credit in our country irrespective of 
whether that power has been used by any other 
central bank, or is appropriate to any other central 
banking system India is a country where an 
overwhelming majority of the people obtain their 
livelihood from agriculture The policy of the 
Reserve Bank of India should, therefore, be so 
directed as to promote the best interests of 
agriculture 

Concession in Rediscounting : 

In order to judge what the Reserve Bank of 
India has done or ought to do in respect of provision 
of agricultural credit facilities a study ot the me- 
thods and practices followed by central banks m other 
countries, particularly agricultural countries, js indis- 
pensable In most countries, the bank of issue gives a 
concession m discounting agricultural bills. This is so 
in case of Chile, Columbia, Czechoslovakia Greece 
and many other countries. In Chile, the rate of inte- 
rest for operations with the Institute of Agricultural 
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Economy is 3 per cent per annum but m other cases 
It IS 4i per cent per annum In Columbia the 
prevailing rate of the central bank in the pre-war 
period was 4 per cent for ordinary loans and dis 
counts but It was 3 per cent for agricultural loans 
and discounts * 

Longer Period of Time : 

In many countries rediscounting facilities for 
agricultural bills are provided for a longer period 
of time than is the case for commercial bills For 
instance m the United States of America the 
period for agricultural bills is 9 months whereas 
It IS 90 days for other bills in Ireland it is 12 
months for agricultural bills but 6 months for others, 
in Canada the period of time for agricultural bills 
IS 180 days whereas in other cases it is 90 days In 
Chile, the provision is the same as in Canada. A 
maximum limit m many cases is provided for the 
holding of agricultural bills In Columbia this 
limit IS one-half of the Banks capital and surplus m 
Estonia, it is 40 per cent of the paid up capital 
while m Rumania it is 40 per cent of the total 
bills In Chile, the total amount lent by the Bank 
against the documents of a usance more than 90 
days must not exceed one half of its paid up capital 
and reserves The Canadian Bank Act provides 
that the Bank may by regulation limit to a percent 
age of Its total assets the amount of such paper 
having a maturity in excess of 90 days excluding 
days of grace but not exceeding 180 da) 5 excluding 
da>s of grace from the date of acquisition by the 
Bank- 

Direct Facilities : 

Thirdly there arc central banks which grant 
direct credit facilities to agriculturists T he Bank of 

for IV36 87**'*^* Colnmb . 
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England is a shareholder of the Agricultural Mort- 
gage Corporation which was set up m 1929 The 
Agricultural Credit Institution in Chile can, subject 
to certain conditions, issue bonds for ten years up to 
40 million pesos annually. They are guaranteed 
by the State and mav be taken up by the Central 
Bank of Chile The Bank of Chile has also lent 
300 million pesos to the Agricultural Credit Insti- 
tution towards the latter s capital. The President 
of the Republic is authorised to issue Government 
bonds to the Bank up to 370 million pesos which 
are used to cancel the obligations of the Agricultural 
Credit Institution to the Bank of Chile The Bank 
of Norway is allowed to invest funds in the bonds 
of the Norwegian State Bank and in those of the 
Norwegian Mortgage Bank Both these institutions 
grant long-term loans to agriculturists In the 
Netherlands, a corporation called Company for the 
Financing of National Reconstruction was founded 
by virtue of the Royal decree of September 3, 1945 
51 per cent of the total capital of this Bank for 
Reconstruction is m the hands of the State and the 
rest has been taken over by the commercial banks 
and the investment companies in the form of 
preferred shares The Netherlands Bank has parti- 
cipated in the preferred capital of the new institu- 
tion for *3 million 

State Funds : 

There arc central banks with whom State 
places special funds to be granted by way of loans 
in conformity with special regulations The 
Svcrigcs Rtksbank or the Bank of Sweden is allowed 
to do so under Article 18 of the Bank Act^ There 
15 one such fund who'^c purpose is to support the 
farmers^ by advancing on cereals but This form 
oj credit is at present of practically no importance ^ 

1 e»eAppfmJii A Ttpfy of ifae Btnk dated 6tlr Mar 1847 lo 
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The National Bank of Denmark also grants loans 
against State guarantee to Marl Associations, *e, 
co-operative associations of the ground owners for 
carrying out local work These loans are charged 
the lowest rate of interest of the National Bank of 
4 per cent per annum, and have a term of 12 to 15 
years. The National Bank may, however call these 
loans from the State with a notice of 3 months 
The total amount of such loans came to 1.197608 
Kr. in 1945 while the corresponding amount for 
1946 was about one-half millions Kt ‘ 

Encouraging Agricultural Production : 

There are certain banks which have encouraged 
agricultural production in a special manner For 
example, during the Second World War the Swiss 
National Bank facilitated the financing of agri- 
cultural production which had been considerably 
intensified by way of rediscounting the so-called 
“melioration* bills These bills can be drawn by 
Agricultural Corporations, Rural or Municipal 
CommumticSj and the Sovereign States within the 
Swiss Confederation for financing the melioration 
of land, specially the clearance of woodland for 
cultivation, the draining of marsh land etc In 
every case in which the National Bank placed their 
credit at the disposal of agriculture, xt was to pro- 
vide working capital for agricultural development, 
but mortgages cannot be authorised owing to the 
special constitution of the Bank The Central 
Bank of Chile tried to encourage agricultural pro- 
duction by extending financial help to the Agri- 
cultural Credit Institution, to the Institute of 
Agricultural Economy and to the Agricultural 
Colonisation Institution The respective loans to 
jibitse .ttuULirau-.uias ssv^ iwm« unillmn /lejins ,\p 
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1937 to 54b.2 tnilhon pesos in 1945 As a result, 
agricultural production rose by 6.4 per cent m 1944; 
although during the War years it had a falling 
tendency * 

Japanese Practice : 

The Bank of Japan docs not legally provide any 
particular privilege or convenience in respect of 
agricultural bills In fact, the discount market has 
not yet been fully developed thert. Actually al 
most no agricultural bills are m circulation. None 
the less the Bank of Japan has done much towards 
smooth operation of agricultural finance by dis- 
counting food certificates I'^sued by the Govern- 
ment Many food commodities like nee and wheat 
are purchased by Government to ration food among 
general consumers. They constitute 40 per cent of 
the total value of agricultural products The 
Government deliver the food certificates to the 
Japan Agricultural Association, which is the purchas- 
ing agent of the Governmenr. These certificates 
bear interest of Sen 1.1 per diem with a period of 
around one month. These certificates are known 
as the " dehverv food certificates.'* If farmers want 
cash, the Agricultural Association discounts these 
food certificates with the Bank of Japan Actual 
transactions were made between the Central Co- 
operative Bank and the Bank of Japan, because the 
former was acting as the agent of the Japan Agri- 
cultural Association as to acceptance and discount 
of food bonds. 

On and after February I, 1947, the Govern- 
ment began to make cash payments. Hence it will 
hereafter issue bills redeemable within one year of 
borrow funds at the expense of the ” food control, 
special account." The Bank of Japan will either 
underwrite the bills or make advances to the special 

1 tb« r«plT ef the CcatrU B*n\ t>t ChiU to 
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account In this way the Bank of Japan will 
provide financial accommodation to the Governrnenr 
for purchasing agricultural products The value of 
food certiiicates purcbaseed by the Bank between 
September 1946 and March 1947 came to 15710 
million yen The Bank make« loans to other institu 
tions also The following tabic gives details about 
such loans outstanding on May 31 1947 
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Thus the Bank of Japan extends credits to 
tillers or thejr associations through local financial 
institutions, It assists the institutions mentioned 
m the above table by providing temporarily needed 
funds In fact the Central Co operative Bank of 
Agriculture and Forestry is the nucleus of finance 
businc<;s of various agricultural co operative unions 
In rendering assistance to banking organs in farm 
villages the Bank of Japan does not make current 
overdrafts without interest or with preferential rate 
of interest but the supply of funds by discounting 
Government issued food certificates may be taken 
as financial accommodation on preferential rate of 
interest in view of the low rate of discounting of 
sen 0 65 in the case of conversion food certificates 
and sen 1.1 in the case of delivery food certificates 





88 RESERVE BANK OF INDIA & RURAL CREDIT 


New Zealand Practice : 

The Reserve Bank of New Zealand is authorised 
to discount, rediscount, ouy or sell bills of exchange 
arising out of agricultural transaction in 
Zealand. A recent amendment to the Act empowers 
the Bank to grant accommodation by way of over- 
drafts ‘ to any Board or other authority having 
statutory powers in relation to the marketing of 
New Zealand produce, for the purpose of financing 
the purchase and marketing of any such produce.” 

The following table gives the amount of ad- 
vances made by the Reserve Bank of New Zealand 
to the Government tor its guaranteed prices •scheme 
for dairy produce and for its wartime bulk purchase 
agreements for exporting farm produce’ ; 
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Thus the Bank of New Zealand grants over- 
draft accommodation to Government departments. 
A perusal of the annual reports of the Bank 
indicates that it is allowing the Marketing Depart- 
ment to operate four accounts, viz . the Dairy 
Industry Account the Meat Industry Account, the 
Wool Industry Account and the Sundry Products 
Account Each of the four accounts could, accord- 
ing to circumstances, be given credit or overdraft 
The actual amount of the overdrafc'has varied from 
time to time , and it went up to about £ 7.720.000 
m 1942, The Bank of France and Hungary also 
grant overdraft accommodation to Government or 
Government departments. For instance, the Bank 
of France in 1944 is rcDorccd to have placed at the 
disposal of the G>vernment a su.m of 40 million 
francs free of interest for subsidising the rural 
credit banks 

Open Market Operations and Discount Policies : 

Certain central banks have so conducted their 
open market operations and discount policy as to 
have lowered the rate of interest in the country and 
helped agriculture. In this connection the cases 
of the Bank of Canada and the Bank of ‘Denmark 
may be mentioned 'on the point. The Bank of 
Canada has conducted its* 'open market operations 
and easy money policy in such a ‘manner' that it 
has led to an appreciable decline in' the Idvel of 
interest rates In' the i^rly Nineteen TKirbes, 
fhe yield on Iong*tcrm Government bonds was 
about 5 per cent . but it fell to about 3 pet ceiit 
by 1936 and at present (1946) it stands at ab<but2.6 
per cent. Other inrefest rates have tended to 
decline roughly by thei'samc amount as in the'ea^e 
of Government bonds The typicial rate ofN’nterest 
of the coihmerctal banks on agricultural morl^ages 
and harm loans B at present about 5 per cent ■; but 
m the early Nineteen Thirfi^s. the comparable rafe 

’ r % •,» i. »/«f V/ ,ii!i 1 ' 
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was about 7 per cent. The Bank of Denmark has, 
through its discount policy and open market opera- 
tions caused a iowering of the level of interest ; and 
it has supported agriculture and other trades through 
this channel. For agriculture this decrease of inte- 
rest has entailed a conversion of a part of its dear 
4J per cent and 5 pec cent mortgage loans to 4 per 
cent. This conversion involved an amount of Kr. 500 
million or one-third of the total mortgage debt of 
agriculture carrying high rates of interest. Further, 
owing to the monetary expansion between 1940 and 
1945 there was marked decrease in the level of inte- 
rest in that country, so that farmers could obtain 
long-term mortgage credits from the private credit 
associations at an actual rate of interest of about 6.3 
per cent. 

Australian Practice : 

The case of the Commonwealth Bank of 
Australia may be mentioned to illustrate as to how 
the volume of credit is regulated and directed 
into proper channels on appropriate rates 
of interest. It has been the policy of the Central 
Bank of Australia that credit should be available to 
persons engaged in agricultural operations at reason- 
able rates of interest. The Commonwealth Bank 
lends on overdraft terms direct to individuals 
engaged in primary production, to pastoral finance 
companies and to other bodies which, in turn, lend 
to primary producers. This is done by the General 
Banking Division of the Bank. Such advances are 
made at a rate of 41 per cent per annum or lower. 
ThUiate was bremgnt to this level in November 
1934. Certain pastoral companies were customers 
of the Bank. When a pastoral company makes loan 
to a customer, it is attracted by the commission and 
other business, besides interest, which the loan 
brings. It may lend its funds at cost or with a 
very small margin. When the Commonwealth 
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Bank lent money to its customer companies at 
U pet cent and this money was re lent at approxi- 
mately the same rate it tended to bring down the 
rate at which money was lent by other pastoral 
companies While this continues the Bank influ- 
ences the rates of interest on seasonal loans in 
the pastoral industry Where the trading banks 
make this type of seasonal advances pastoral com- 
panies compete with them m that particular field 
of their operations The action of the Common- 
wealth Bank influences their rates Thus the loan 
operation of the Genera! Banking Division of the 
Commonwealth Bank has tended to lower the rate 
of interest for agricultural credit • It may be said 
that the rates of interest charged by the State 
Rural and Agricultural Banks and corresponding 
institutions vary between 3i per cent and 4j per 
cent per annum The Commonwealth Bank fixes 
the maximum rates of interest to be charged by 
pastoral finance companies and the present rate of 
interest fixed is 5 per cent per annum. Maximum 
rates have been fixed in respect of loans made by 
co-operative societies generally. In its capacity as 
the central bank the Commonwealth Bank since 
March 1942 has fixed progressively lower rates of 
interest as being the rates at which other institu- 
tions may lend money Before maximum rates 
were hxed by the Commonwealth Bank, it had 
been the praaice of banks to lend at 6 to 7 per cent 
or more> but the Commonwealth Bank has now 
fixed per cent per annum as the maximum rate 
at which banks may now make advances the rate 
fur pastoral companies being fixed at 5 per cent 
In this way, agriculture has benefited financially. 

The General Banking Divi«ion lends to primary 
pcoducecs on. ovetdeaft tctias, and the advances ace 
theoretically payable on demand , but in the majority 
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of cases they arc granted with the knowledge that 
they will not be repaid for a number of years* 
The period of repayment is. of course, determined 
when the advance is approved and it vanes according 
t;o the circumstances such as the purposes for which 
the monev is required and in the ease of primary 
producers the kind of production in winch the bor- 
rower IS engaged No maxmutm limit is fixed for 
individual advances made by the General Banking 
Division to primary producers. These facilities 
provided by the Comrponwcalth Bank arc m ad- 
dition to those provided by the Kura! Credit Depart- 
ment and the Mortgage Banking Department, an 
account of which is given in the following chapter 
Certain central banks also encourage or discourage 
the import or export of agricultural produce. Near 
about 1916. the Bank of Jap.in requested the Cotton 
spinners and i.-ws -cotton importers to minimise the 
import of Indian r.i\% cotton and import from 
Amcncti instead It was because sufficient fund.s 
were not available in India to settle the accounts" 

Allocation of ProBts : 

Certain central banks allocate a portion of their 
profits for agricultural finance. This is done in the 
c.asc of the Commonwealth Bank of Australia, which 
earmarks 50' per cent of the net profits of its Ruial 
Cndits Department for the credit of a Rural 
Credits Department Fund, the monies in lint Fund 
being used for the promotion of primary produc- 
tion Disbursements from this Fund have been 
made for purposes such as ngriciilthral fanning 
and pastoral improvement experiments, cattle 
research, importation of pedigree stocks, fodder 
,conscrv.ition. etc The total amount disbursed in 
this manner is £430,000. It appears the Central 
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Bank of Chile also earmarks a portion of its annual 
net profits for tins purpose The Central Bank of 
Clnlc earmarked profits for agricultural finance as 
below 

Fuse halt of ... $ 8,138.947,40 

becomi halt of 1?}6 ... $ 12,485,815,92 

First halt of 1917 $ 10,267.361,85 

In the ease of certain foreign central banks, viz . 
the Bank of Argentina the Bank of Brazil and the 
Commonwealth Bank of Australia, Special depart- 
ments have been organised to provide credit 
f3cilj!ics for agriculturists A brief account of them 
IS given m the following chapter. 

Conclusion t 

Foreign ccnttal banks arc providing hicditics 
for agricultural finance m a number of ways. Some 
of them iliocatc a portion of their profits for agfi* 
cultural flmncc . while others have organised 
special dopirtmeiits to provide agricultural credit 
facilities The piovision of rediscounting facilities 
IS ,1 conmuin fc.icurc of .i number of central banks, 
Empire and foreign. Many Empire banks— the 
Bank of Can ida, the Bcscrvc Bank of New Zealand 
and the Suutii African Beserve Bank— offer Such 
facihtie.s m respect of Itonnfidc transaction covering 
the production ,titd m.irkering of primary products. 
Among foieign central b.inks, the Swiss National 
Bank the Svergis Uiksbink (Sweden), the Bank of 
Greece tiio B.mk of France, etc. provide special 
rcdiscoimtiDg facilities m respect of agricultural 
pipci M tny of ihc Banks offer concession in 
rediscounting .agricultural paper both with regard to 
rate of inteicit and period of time Thegrant'of 
overdraft .iccomniod.if ion to Government or Gbvetn- 
ment Depirt incuts is another way m winch agri- 
culture is ill) meed by foreign central banks The 
eases ot the B.ank of France and the Bank of New 
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Zealand have already been mentioned. Some of the 
central banks, V12 , those of Sweden, Switzerland, 
Norway, Greece, Australia, etc , arc reported to be 
offering direct credit facilities for agriculture. 
Certain Banks have also contributed funds towards 
the capital of Centra! Agricultural Banks, vir, the 
Central Bank of Bolivia The Bank of Canada and 
Demark have lowered the rate of interest in their 
respective countries through their discount policy 
and open market operations and these have helped 
agriculture. Certain other central banks regulated 
the maximum rate of interest at which credit is to 
be allowed to the primary producers by credit 
agencies as is done by the Commonwealth Bank 
of Australia Many of the foreign central banks also 
provide special facilities for co-operative institutions. 
The Bank of Latvia discounts 6 to 9 months bills 
of Land Credit Societies at 4 per cent per annum. 
The Swiss National Bank discounts the paper of 
co-operative societies for various purposes The 
Bank of France and Netherlands also grant credits 
to Co operative Central Banks The Bank of France 
has advanced to the Government a sum of 
$8000 000 free of interest for subsidizing the 
co-operative bank, the subsidy being a loan It has 
al«o to pay a sura equal to i per cent of its yearly 
note circulation to the Government for the same 
purposes, subject to a minimum of $4 000 000. 
Some banks, the Central Bank of Turkey, are 
authorised to secure under State guarantee the 
necessary funds for making medium and long term 
loans to agricultural financial institutions Many 
banks have placed funds at the disposal nf the 
Government for settfing farmers' debts The 
National Bank of Hungary placed at the disposal of 
the Government about 75 million pengos to enable 
It to finance the Debt Settlement Scheme of the 
insolvent farmers as a relief measure Some central 
banks discourage the iroportsof agricultural products 
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by refusing import credits. This was done by the 
Bank of Latvia m 1926 when agriculture was 
threatened by influx of foreign gram The Bank 
of Japan owing to paucity of funds, discouraged 
the imports of cotton from India m 1916 This 
account will be helpful to appraise the part played 
by the Reserve Bank of India in organising agncul* 
tural credit facilities in our country 



CHAPTER VIII 


FOREIGN CENTRAL BANKS AND MEDIUM- 
TERM AND LONG TERM AGRICULTURAL 
FINANCE 

A perusal of the available literature indicates 
that central barks of several foreign countries have 
organised special departments to provide medium- 
term and long-term financial facilities for agriculture 
and small industries connected, inter alia with agri- 
culture A brief review of the functions and work- 
ing of such departments of foreign central banks is 
made in this chapter m order to see how far the 
organisation of similar departments by the Reserve 
Bank of India will be possible m our country The 
Bank of Argentina, the Bank of Brazil, the National 
Bank of Costa Rica, the Commonwealth Bank of 
Australia and the Bank of Iceland are reported to 
have organised such departments: but unfortunately 
adequate information about their constitution, 
functions and working. leaving out the case of the 
Commonwealth Bank, is not available 

The Argentine National Bank 

The Agricultural Credit Department of the 
Argentine National Bank was established in 1933 to 
grant loans to agriculturists and agricultrural co- 
operatives It could grant loans as below • * 

(1) Loans for a penod not exceeding 8 months 
with or without security in rem to cover 
costs of harvesting up to a maximum of 
10,000 pesos. 

1 8«e Ttrdjt Beport ptR*! S3 ud 61 
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(2) Loans for a period not exceeding 1 year, 
with or without security in rem for work* 
mg capital up to a maximum amount of 
10000 pesos 

(3) Loans for periods of less than 6 months 
with security »n ren» ‘warrants', to faci- 
litate the marketing of produce 

(4) Loans for a period not exceeding 2 years 
with security »n rem for purchasing live- 
stock and equipment to a maximum of 
10.000 pesos. 

(5) Loans for a period not exceeding 2 years, 
with or without security tn rem, for the 
creation of plantations, under the pro- 
visions of the Ministry of Agriculture, 
to a maximum of 20 000 pesos 

(6) Loans on mortgage or pledge for a period 
not exceeding 5 years, for purchasing 
farms, for making improvements in land, 
for erecting building* etc to a maximum 
of 30,000 pesos 

The rate of interest was not to ei^ceed 6 per 
cent The Department may make loans to credit 
CO operatives up to the extent of the paid-up capital 
of co-operative societies The funds of the Depart- 
ment arc made available by the Argentine National 
Bank from its registered capital and reserves, from 
deposits and from the general resources of the Bank 
The Bank assists the National Mortgage Bank in 
respect of mortgage loans made to agriculturists 
by making enquiries into applications for loans in 
places where the National Mortgage Bank has no 
branches. It facilitated the purchase of land for 
cultivators, and by December 31, 1936. it advanced 
loans to agriculturists up to about 107 million pesos 
The Department is reported to have organised 
Mutual Agricultural Insurance against had, frost and 
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other risks. According to the information supplied by 
the Agricultural Credit Department of the Reserve 
Bank of India to me, the Agricultural Credit 
Department of the Bank of Argentina was organised 
m 1940 as a sort of information service regarding 
debtors and the necessity of periodical review of 
balance sheets and financial statements of other 
institutions It extended credit facilities to the agn 
cultunsts and agricultural co operatives, pending 
the creation of the National Agricultural Credit 
Bank 

Brazil : 

The Bank of Brazil’ has also organised the 
Credit Department for agriculture and industry.* 
The funds of the Department are, inter aha, 
obtained from the sale proceeds of the bonds. 
Mortgage bonds issued under the Law of 1938 
to pay off the debts contracted by agriculturists 
reached a level of 5 million cruzeiros It is giving 
adequate financial help to the small producer The 
loans made by it for a number of years are given 
below.* 


End-of month balances. 
(1.000000 cruzeiros) 


Year 

Hurnl 

InduHtrial 

Total 

1938 December 

41 

5 

46 

1939 

133 

65 

198 

1940 

341 

94 

435 

1941 

587 

230 

817 

1942 

1,109 

219 

1328 

1943 

1.312 

369 

1681 


1 Tl« rmnli of Kr*ztl i« not a Cortral or I oerra Bank til** 
Joiat Stock Compiny of vhich ll>« fcteral Oorcrorari t tl e Iar<e<it ihare 
boMer witb aboot C& 7*1 f.r ornl of llaalocV A* yet tl ere i* n ^ Caotril 
Rank is Brazil 

2 e*e tb* Annatl l{«p< rt «rth< Central Bank of Brartl for 1941 

3 Ibid p»K« 2« 
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The above table shows that the rural loans 
made by the Bank at the end of December amounted 
to 1 312 mzlJion cruzeiros 

Costa Rica end Iceland : 

The National Bank of Costa Rica has a Mort 
gage Department and also an Agricultural and 
Industrial Credit Department The Banking 
Department made loans amounting to 4 3 ratllion 
colonca to the Mortgage Department and loans 
amounting to 9 1 million coloncs to the Agricultu 
ral and Industrial Credit Department in 1943 the 
total of all loans made by the Department being 
53 5 million coloncs m the year The National 
Bank of Iceland also appears to have a Mortgage 
Department ' 

Australia : 

The Commonwealth Dank of Australia has at 
present three Special Departments a Rural Credits 
Department a Mortgage Bank Department and the 
Industrial Finance Department Their organisation 
functions and working are given below ; 

(i) The Rural Credits Department This 
Department was created m 1925 under the Com 
monwealth Bank Act Part VIII of the Common 
wealth Bank Act XIU of 1945 mentions its 
functions and constitution, from a study of which 
it will be noted that through this Department the 
Bank makes advances to co operative associations 
marketing boards and other bodies for facilitating 
the marketing of primary oroduce in an orderly 
manner Through these bodies producers are 
supplied with financial assistance pending the sale 
of their produce In this way the orderly market 
ing of Australia s primary produce is facilitated 

1 See Uunta nd £anl t<g 1M2 41 L««eo« «I htUoaf 1^0 
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Advances are made on the security of primary 
produce placed under the legal control of the Bank 
The security generally takes the form of a floating 
charge, storage warrants and similar documents of 
title replaced by shipping documents when the pro- 
duce IS exported As the pool or co-operative society 
effects sale, the proceeds given to the Bank as 
holder of documents of title arc applied in clearing 
the advances made to individual producers The 
period of loans does not exceed one year and the 
present rate of interest charged for advances on 
rural credit terms is per cent per annum or lower 
Towards the capital of the Department the Com- 
monwealth Bank of Australia allocated 25 per cent 
of the net annual profits of the Issue Department 
up to a total of £ 2,000.000 which amount was attained 
as early as 1932 Temporary finance, as and when 
necessary, is made available to this Department by 
the Treasurer of the Conimonwcalfh Bank, and the 
total of the sums so lent and not repaid shall not 
exceed £3,000,000 The Bank may also make 
advances to the Rural Credits Department of such 
amount and subject to such terms and conditions as 
the Governor determines 

Rural Credits Development Fund : 

One-half of the net profit of the Department is 
placed to the credit of a Rural Credits Development 
Fund, the monies in that Fund being used for 
promoting primary production Disbursements 
from this Fund have been made for purposes such 
3S agricjjJruraJ SaTmmg and pa^toTa) improvsmeM 
experiments, cattle research, importation of pedigree 
stock, fodder conservation etc The total amount 
disbursed m this manner is £430000 The total 
advances made to commodity boards whose drawings 
during the year ended 30th June 3946 amounted 
m all to over £95 000,000 ; while advances total- 
ing over £26 million wire also made available to 
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finance the export of meat, butter, cheese and dry 
fruits to the British Ministry of Food * Approxi- 
mately £523 million had been advanced by the 
Bank on Rural Credits Terms between the corn- 
mcnccment of the Department and the 30tb June. 
1946 

In the majority of cases m which advances liave 
been made, the borrowmj; authority, viz., the asso- 
ciations of growers has practically no assets other than 
the commodity advanced against In spue of tins, 
the percentage of the advances to the market value 
of the particular commodity has been materially 
higher than would be made as a normally banking 
proposal. This has been of considerable practical 
importance to growers, many of whom require im- 
mediate payment of the greater portion of the proce- 
eds of their produce tomcctjthc expenses of harvest- 
ing and the carrying on of agriculture 

Co-operation amongt producers of agricultural 
commodities has been definitely encouraged by the 
Department inasmuch as us loans are to be made 
to co-operative societies which arc associations of 
small producers. The Department has made rural 
credits advances at a rate materially below the over- 
draft rate which is a recognition of the special as- 
sistance m respect of finance which agriculture as 
a national industry deserves at the hands of the 
central bank 

Reduction in Interest : 

The Dcp.artment has brought about a progres- 
sive reduction in the rates of interest on advances 
made by it In 1936 the rate of interest on advances 
was 3? per cent per annum , but the present rate of 
interest charged on advances on Rural Credits 
Terms, as noted above, is 31 per cent per annum or 
lower. In 1925 it was 6J per cent, ft was reduced 

1 pace il vl th* AlBitai Rapoil aiiit Htlaiis* of tfa« 

hinl I>r Autinlw fpr IDM 
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to 6 per cent m 1927, to 51 per cent in 1929 and 4j 
per cent in 1932 ^ The Bank has not thought 
warranted to formally prescribe the maximum 
rate of interest to apply to loans, if any, made 
by the particular bodies concerned to primary 
producers To some extent, such loans are already 
covered by the maximum rates fixed For instance, 
maximum rates have been fixed in respect of loans 
made by co operative societies generally 

The Rural Credits Development Fund has been 
used to make grants to the Council for Scientific 
and Industrial Research and for other useful pur- 
poses connected with the growth of primary 
produce Up to 1936 grants exceeding £200.000 
were made since its inception 

Thus the Rural Credits Department of the 
Commonvvealth Bank is directly encrusted with 
funds It makes loans not directly to individuals 
but to co-operative associations, banks and other 
associations on the <ccurity of primary produce 
placed under its legal control. It has definitely 
encouraged the co-operative movement Funds 
have also been made available for scientific research 
It has also brought about a reduction in rates of 
interest Hence a study of its functions and work- 
ing IS of particular importance from the point of 
view of our country 

Mortgage Bank Department : 

This Department was established in 1943 in 
order to provide finance for persons engaged in 
farming — agricultural, horticultural, pastoral — or 
grazing operations or m other forms of primary 
production acceptable to the Bank The security 
required is a first mortgage on land used for primary 
production The period of loans is not less than 


1 li«« Acaaal Deport of tl>« Comcnonwcklth Bipk lor 1D(6, p*ft 36 



FOREIGN BANKS & AGRICULTURAL FINANCE 103 

5 years and not more than 41 years. The maximum 
amount lent ts £5,000 or 70 per cent of the valua- 
tion of land on which the loan is secured, which- 
ever IS less 

A mortgage given as security tor repaying a 
loan usually provides fur the payment in equal 
half-yearly instalments of principal and interest. 
The amount of each mstalment shall be a sum 
equal to 6 months’ interest on the original amount 
of the loan together with an amount not less than 
J per cent of the original amount of the loan 

The interest rates arc I per cent for loam up to 

20 years and 4l per cent pet annum for Joins for 

21 to 41 ye irs The purpose ot tlie loan tan either 
be purchase of land bc.irmft on priinjr\ production 
or discharge ot prior debts. 

Loans outstanding on 30ti» June, 19 }b itood at 
£2,4f'3.143 ‘ Loans made through the Depirt* 
ment total £3.600,00l) Towards the capital of 
the Department amounting to £4 million the Act 
(Sections 15. 47, and 76) provided as follows » 

(1) One-fourth of the annual profits of the 
General Bank Department , 

(2) £150,000 a year from the profits of the 
Note Issue Department, but no payment 
shall be made m this connection so as to 
increase the capital of the Mortgage Bank 
Department to more than £4 million . and 

(3) Transfer of £l million from the special 
reserve m the Note Issue Department. 

The Bank is authorised to make advances to the 
Department subject to the amount outstanding at 
any time not exceeding £l million. The Common- 
wealth Savings Bank may also make advances to the 

1 B«* ptg* 11 ot iha Annokt rovotk ot ihe Dommonoetlvh Bunk of 

AQ«tr*l>* lor 1916 
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Bank for use m the Mortgage Bank Department of 
such amounts and subject to such terms and condi- 
tions a' the Governor determines The Common- 
wealth Treasurer may raise loans for the Depart- 
ment and lend the necessary funds to it, subject to 
such terms and conditions as arc agreed upon bet- 
ween the Treasurer and the Bank. 

Rural indebtedness in Australia is something 
like £400 million without allowing for trading 
debts for farming implements and supplies generally 
This Department will enable farmers to obtain 
long-term loans at reasonable interest rates and 
give protection to them against pressure for repay 
ment in difficult times In the post war period it 
will be of great help to reconstruction 

The Industrial Finance Department : 

It was established on 2nd January, 1046 with 
an initial capital of £2 million, one-half of which 
wai transferred from the Note Issue Department 
and one half from other funds of the Bank. The 
mam function of the Department is to finance the 
development of industry, particularly where small 
undertakings arc concerned for which financial 
accommodation is not readily available through 
ordinary banking or other channel Finance is 
required for production and for distribution and 
the Department aims, by combination of over- 
drafts and hire purchase accoiumodation. to finance 
in sequence the manufacturer, the distributor, 
the retailer and the individual purchaser At the 
end of the year 1946 outstanding loans were 
£634.469 



CHAPTER IX 


THE AGRICULTURAL CREDIT DEPARTMENT 
OF THE RESERVE BANK OF INDIA 

The Agnciikural Credit Department of the 
Reserve Bonk of India was established in April 1935 
under the pro\ isions of Section 54 of the Reserve 
Bank of India Act Before the creation of the Bank 
Sir Malcolm Darling was asked by the Centra! 
Government to express his vieix s on the constitution 
of the Agricultural Credit Department His report 
on the CO op rjti%e movement and a note contain 
mg proposals regarding the constitution of this 
Department were received b> the Bank near about 
the end of June 1935 Sir M L Darling in the 
above mentioned note summed up the duties of the 
Department as belon — 

Firstly It must be in •» position to advise the 
Bank in regard to its financing of the co-operative 
movement especially m the field of hnd mortgage 
banking, and for this purpose it must be expert in 
CO operative finance and familiar with the working 
of the movement throughout India And since co 
operation is a world movement it will be well 
advised to gam some knowledge of the movement 
in countries nhose conditions at all resemble those 
m India 

Secondly it must get into touch with all 
commercial banks m any way financing agriculture 
and examine whether their operations can be co 
ordmated to the advantage of the agriculturists 

Thirdly it must explore the whole field of 
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indigenous banking and obtain the information that 
the Bank will require for its report under Section 
5D(l)(a) 

Finally it must make a systematic stud> of the 
whole field of agricultural credit m India m order 
to be able to advise the Bank as to what action it 
should take in regard to Section 55 (I) (b) 

Functions * 

The Bank then asked the provincial govern 
ments for derailed information regarding agricul 
tural credit agencies in India and its preliminary 
report was submitted to the Government of India 
under Section 55 ( 1) of the Reserve Bank of India 
Act after considering the«c replies As mentioned in 
Section 54 of the Reserve Bank Act the functuns 
of this Department are (I) to maintain an expert 
staff to study questions of agricultural credit and be 
available for consultation bj the Government 
Provincial Co operative Banks including Burma Co 
operative Bank and other banking organisations 
and (2) to co ordinate the operations of the Bank 
in connection with agricultural credit and its 
relations with Provincial Co-operative Banks and 
any other banks or organisations engaged in agri 
cultural credit The Department is under the 
charge of an officer who is assisted by the Director 
of Research In internal administration there arc 
three sections of the Department viz the Agn 
cultural Credit the Banking and the Statistical 
and Research Sections A Research Division was 
rccentlv added The Agricultural Credit Section 
studies problems relating to rural f nance and keeps 
itself in touch with the co operative movement 
The results of its studies are published in the form 
of bulletins It aho places its services at the dis 
posal of the Government and banking organizations 
which may like to consult itm connection with agn 



THE AGRICULTURAL CREDIT DEPARTMENT 107 


cultural credit. The Banking Section deals with 
problems relating to the scheduled and the non- 
scheduled banks and the Research Section 
studies statistics relating to the economic develop- 
ment of the country with reference to production, 
trade, prices and currency This section is entrust- 
ed only with work of statistical and research type 
and compiles the annual report on currency and 
finance in co-operation with other sections of the 
Department It also undertakes research work from 
time to time on subjects in which the Bank as 
the central monetary authoiity of the country is 
interested 

It will thus be seen that the functions of this 
Department are to maintain an expert staff to study 
questions on agricultural credit and to give advice 
to banks and Governments and to co-ordinate the 
operations of the Bank regarding agricultural credit 
with other banking institutions of the country. It 
IS not directly entrusted with funds as are the 
Agricultural Departments of some foreign central 
banks whose operations are discussed above. 
Such loans are made by the Banking Department 
of the Reserve Bank of India under the provisions 
of Section 17, The Reserve Bank of India has, 
from time to rime, made suggestions through this 
Department foi reforming the agricultural credit sys- 
tem of the country by utilising the various agencies 
engaged m providing agiicultural credit in an 
effective manner It has prepared schemes to link the 
indigenous banker with the Reserve Bank of India 
It has also made proposals for utilising the agency 
of the money-lender and the co-operative movement 
to improve agricultural credit It has also made 
suggestions as to the way m which land mortgage 
banks can get finance from the Bank to help the 
agriculturists 
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ESorts to link the Indigenous Banks : 

At the out«ct wc may refer to the efforts made 
by the Reserve Bank of India to bring the indigen- 
ous banker within its direct ambit The impor- 
tance of the indigenous banks m the agricultural 
financial system of the country has already been 
described These bankers particularly those of 
standing have no difficulty m obtaining credit 
from joint stock banks In respect of the promis- 
sory notes and bills of exchange of aoproved 
parties purchased or di«counted by banks the 
Reserve Bank Act makes provisions subject to 
which such banks can obrain advances from or 
rediscount such paper with the Reserve Bank of 
India There IS however, the question of granting 
further facilities to rhe indigenous bankers by the 
Reserve Bank of India In its preliminary report, 
the Bank proposed to examine this matter m the 
light of further information and to communicate 
Its views on the point to the Government of India * 
Here it may be pointed out that Section 55 (l) of 
the Reserve Bank of India Act required the Bank 
to make a report to the Central Government before 
the 31st December. 1937, with proposals, if 
necessary, for legislation on (a) the extension 
of the provisions of the Act relating to 
scheduled banks to persons and firms not being 
scheduled banks, engaged m British India in the 
business of banking, and (b) the improvement of 
the machinery for dealing with agricultural finance 
and methods for effecting a closer co operation bet- 
ween agricultural enterprise and the operations of 
the Bank. This report was published in 1937 m 
which the part played by the indigenous banker m 
agricultural finance was appraised It pointed out 
therein that the indigenous banker depended upon 
his resources supplemented by those borrowed 

I poj>es 26 »nJ 27 of (t« Fral mintrr Ceport oKba Be&ert* 
Btok of India. 



THE AGRICULTURAL CREDIT DEPARTMENT 109 

from his relations and also on the credit which he 
could obtain from the joint stock banks without 
submitting to any formal restrictions. In these 
circumstances, there is little inducement for the 
indigenous banker to submit to restrictions without 
a clear indication of corresponding advantages 
Reserve Bank’s Circular of May. 1937 : 

In Its Circular Ref. No C Cr ‘127/30-G (10) 
37, of 6th May. 1937. addicssed to all scheduled 
banks and the Shroffs' Association, the Rescr%'c 
Bank of India forwarded certain suggestions for 
their consideration and undertook to give its careful 
consideration to any other constructive '•uggestions 
that It might receive from them Therein the Bank 
referred to two obvious facts FirstJyi even with 
the development of branch banking it would not be 
possible for the scheduled banks for a considerable 
time to handle the whole of Indian agricultural 
finance directly, and the indigenous bankers must 
continue to be an essential part of the Indian banking 
structure and must be brought within the ombtt of 
the Bank. Secondly, it would not be possible for 
the Reserve Bank, under the existing conditions, to 
de.il with the indigenous private banks direct m 
view of their number and of the character of their 
business. The Banks could deal with them through 
some intermediate agency which will share the 
financial responsibility and will undertake the ncccs’ 
sary dct.ailcd examination and control 

It was suggested that for direct dealings the 
essential conditions were that these organisations 
should be self-contained legal entities with reason- 
able resources of their own. They should maintain 
properly audited accounts and should confine 
theit other business to ttadmg proper and give up 
speculation They should have a certain amount of 
puhlicuy and maintain die same deposits with the 
Reserve Bank as were maintained by the scheduled 
banks. 
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Pending direct linking on the above conditions, 
the Bank suggested that business under sub-section 
2 (a), (6) and (c) and 4 (c) and (d) of Section 17 
might be transacted by the Reserve Bank with the 
indigenous banker through scheduled banks. 
Bonajlde trade or agricultural bills originating with 
merchants or agriculturists and endorsed by the 
indigenous bankerand rediscounted with a scheduled 
bank or promissory notes drawn by the indigenous 
banker and discounted by a scheduled bank might 
be presented for rediscounting to the Reserve Bank. 
Scheduled banks would have to tnamtam approved 
lists of Shroffa with whom they would be prepared 
to do business showing the amounts of credit which 
they would have safely accorded and the type of 
business which the indigenous bankers would do. 

The Reserve Bank of India would then make 
advances against such bills or promissory notes on 
the following basis .— 

(1) It would make demand advances to the sche* 
duled banks against their security under Section 17 
f4) (c) of the Ace. The scheduled banks would be 
responsible for collecting the bills on maturity 

(2) Scheduled banks would classify the bills 
presented for discount under such heads as might be 
prescribed by the Reserve Bank and they v/ould keep 
the Reserve Bank informed of their total advances 
under such heads to enable the Reserve Bank to see 
that no scheduled bank was over-trading and that no 
particular commodity was over-financed. 

(3) Such advances would be seasonal to be 
cleared at the end of the normal season of the com- 
modity in respect of which they had been made. 

The Reserve Bank would not attempt to dictate 
the rates at which scheduled banks woald do busi- 
ness ; but it made it clear that it would not like 
them to charge excessive rates from approved Shroffs 
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and invzted suggestions to prevent same The mam 
object of the scheme -Was that the scheduled banks, 
which benefited by it m the first instance, should 
pass on these benefits in a tangible manner to the 
indigenous bankers for whose benefit the scheire 
was primarily devised The Reserve Bank might 
refuse to accept paper for rediscount if the 
scheduled banks themselves had discounted such 
paper at more than a reasonable margin above Bank 
Rate, say 2 or 2\ per cent, ff a scheduled bank 
charged more than this, it could be easily inferred 
that the indigenous banker financed by it was not 
above suspicion In either case the Reserve Bank 
would be justified m refusing to rediscount such 
paper. 

It IS thus clear that the above scheme sug- 
gested the linking of the indigenous banker only 
indirectly to the Reserve Bank of India. t e . through 
scheduled banks Some of the conditions mention- 
ed in paragraph 4 of the Circular under reference, 
namely, those relating to the resources and deposits 
whichmdigenous bankers seeking direct linking were 
expected to observe were inconsistent with the 
recommendations of the Indian Central Banking 
Enquiry Committee. 

Reserve Bank’s Scheme of August* 1937 : 

The Reserve Bank prepared a scheme in August, 
1937 m which concrete proposals were made with 
reference to the indigenous bankers and others 
which were based on the report of the Indian 
Central Banking Enquiry Committee Very briefly 
it was suggested that if the indigenous bankers were 
to come into practical relationship with the Reserve 
Bank, they would have to formalise their methods 
of business on lines appoximating to joint stock 
banks, and in particular develop the deposit side 
of their banking activities The indigenous bankers 
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who wished to be linked directly to the Reserve 
Bank were to satisfy the following conditions : — 

( 1 ) They were to confine their business to bank- 
ing proper as defined by the Indian Companies Act 
and they were to wind up their other business 
within a reasonable time 

(2) They were to maintain proper books of 
account and get them audited by registered ac- 
countants The Reserve Bank was to have the 
right to inspect their accounts and call for any other 
necessarv information in that connection 

(3) They were to file periodical statements 
prescribed for scheduled banks with the Reserve 
Bank and they were to publish the returns prescribed 
for banking companies by the Companies’ Act 

(4) The Reserve Bank was to have the right 
to regulate their business on banking lines when 
necessary 

(5) During a period of five years from the date 
of their registration as private bankers in the 
Reserve Bank's books they were entitled to open 
an account with the Reserve Bank During this 
period they were not to furnish the compulsory 
deposits with the Reserve Bank unless any of their 
weekly statements disclosed that their time and 
demand liabilities were five times or more m excess 
of their capital in the business 

(6) Indigenous bankers who did not incorporate 
themselves under the Companies’ Act were to state 
the amount of capital available for banking business, 
and hankers with a capital of less than Rs 2 lakhs 
cDuJd not be pieced on the approved hst of the 
Reserve Bank 

(7) They were to give the names and interests 
of their partners and the names and interests of 
co-sharers, if any. if the bankers were members of 
a Hindu Joint Family 
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Inaigenous Bankers* Views on the Scheme : 

In the first instance the scheme was tentative 
for five years. The Reserve Bank was to make pro- 
posals for legislation further to co ordinate or regu- 
late the position of the indigenous bankers if it 
thought neces«ary This mighr be done by a 
separate Act on the lines of the suggestions of the 
Indian Central Banking Enquiry Committee. Indige- 
nous bankers satisfying these conditions were to 
have the privilege of rediscounting v. ith the Reserve 
Bank against eJigibie paper and ihey were to be 
entitled to get advances against Government paper 
They were also to have remittance facilities similar 
to those allowed for the scheduled banks The 
replies received bv the Reserve Bank were not 
agreeable to the ■'iiggcstion regarding the taking of 
deposits and giving due publicity to accounts. Only 
some of the indigenous bankers were agreeable to 
the conditions of the Reserve Bank regarding 
maintenance of accounts m approved form. They 
were in favour of ruling out speculative business , 
but they were not prepared to confine themselves 
to banking business only 

In regard to the segregation of banking from 
non-banking business the indigenous bankers were 
not agreeable that the provisions of Section 277 {f) 
and 277 (p) of the Indian Companies Act be applied 
.o indigenous bankers , but they would not agree 
to the emphasis put by the Reserve Bank on the 
acceptance of deposits. It was contended that 
these sections merely described the business of joint 
stock banks The indigenous bankers were not 
prepared to conform to such a description in all its 
respects. They wanted a precise statement of 
facilities which should be granted to them It was 
suggested that banking business as defined in these 
sections would cover their activities as commission 
agents, namely, those relating to the purchase of 
goods m the central markets or at the ports, those 
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regarding loans advanced for seeds and other 
agricultural expen es and those relating to selling 
produce m the central market and crediting the 
amount realised to the account of the debtor All 
these transactions were done for and on behalf of 
the indigenous banker for which a commission was 
charged In doing so the indigenous banker assessed 
the credit of the party and acted as a banker in the 
true sense of the term They were therefore not 
prepared to give up this type of business They 
wanted that the Reserve Bank should first start 
dealings with indigenous bankers It hould ask 
them to give up their family business onlj'^henit 
was demonstrated that the same would mean a 
venous risk for the banking business They agreed 
to the exclusion of speculative business Dealings on 
the part of the indigenous bankers in gold and 
silver ornaments should not be regarded objection 
able when the indigenous banker became linked with 
the Reserve Bank The prohibition of such busi 
ness would be a great blow to the prestige of the 
indigenous banker in his locality The indigenous 
banker therefore wanted that the Reserve 
Bank should first link up the indigenous 
banker with the central banking system of the 
country It might then gradually stiffen the 
terms on which the Bank would provide normal 
finance For normal purposes onlj a few of the indi 
genous bankers would approach the Reserve Bank 
for finance The Bombay Shroffs Ascociation 
pointed out that the main benefit of Jinking the 
indigenous banker with the Re erv e Bank should 
not be destroyed by a strict requirement that the 
Reserve Bank would provide onlv emergency 
finance Other business would be rlimmated as 
the volume of banking business increased and when 
indigenous bankers on the Reserve Banks register 
found that their banking business was growing 
attractive they would thcmselv cs give up tlicir non 
banking business It was hkcl> that <orae indr 
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gcnous bankers might convert themselves into joint 
stock bank*: but the Reserve Bank should not 
attempt to have in the beginning and at once that 
desirable goal which weallagtee should be reached 
gradually and by the process indicated above ^ The 
Association also pointed out that it would not call 
upon the members to give information about their 
capital resources The bankets would give this 
information directly »o the Reserve Bank as and 
when they would seek regictration 

The Reserve Bank of India suggested that the 
ultimate solution of the problem would he m the 
development of an open Bill Market in which first 
class bills could be freely negotiated The Reserve 
Bank would then extend open market operations to 
trade bills This would sc^.ure for the first class 
indigenous bankers a direct relationship with the 
Reserve Bank without compelling rbem to modify 
the essential character of their business or to submit 
to unduly rigid restrictions* 

Reserve Bank’s Scheme Modified in 1941 : 

The difference between the view of the 
Reserve Bank and that of the indigenous bankers 
centred round the question of giving up non- 
banking business by indigenous bankers In 1941 
the Reserve Bank of India again enquired of the 
Bombay Shroffs Association regarding the number 
of members who would like to accept a modified 
scheme ba^cd on agreed proposals to give up non- 
bank ng business giadually over a period of time 
The Bank did not regard it useful to renew the 
discussion if a reasonable number -of indigenous 
bankets were unwilling to-accept an agreed modified 
scheme Certain indigenous bankers had separated 
their banking business from non banking business 
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and the problem would be solved if others followed 
this example. It, however, realised that many 
indigenous bankers may not be willing to do so in 
the immediate future. In auch a ease, the Reserve 
Bank would be prepared to agree to some sort of no 
by modifying the original scheme provided a 
sufficient number of indigenous bankers were ready 
to separate their banking from their non-banking 
businC'S, if not immediately, at least within a 
definite period of tunc ; but they should be prepared 
to take immediate steps to that end, It, therefore, 
wanted to know the number of members who would 
join such a scheme. 

On behalf of the indigenous bankers it was 
suggested that the period for effecting legal segre* 
gation of banking and non-banking business for 
approved indigenous bankers should be five years. 
Accounts should be published and open to depositors 
of indigenous bankers and to the Reserve Bank and 
periodical returns could be supplied to the Reserve 
Bank by indigenous bankers. No assurance was. 
however, given regarding the number of indigenous 
bankers who would join the scheme. It was urged 
that the Shroffs were conservative by nature and 
would not commit themselves in advance to any- 
thing , but the Association would explain the 
scheme to the bankers and bring in as many Shroffs 
as possible into it. It was urged on behalf of the 
Association that unless the Reserve Bank took 
active steps to bring m the indigenous banker 
within its scope, one of the main objectives of the 
Reserve Bank, namely, to supply credit to the agri- 
culturist? in the interior at a reasonable rate of 
interest, would not be fulfilled. The scheme of 
the Reserve Bank to supply credit to the agricul- 
turists without linking indigenous bankers with the 
Reserve Bank and extending credit indirectly through 
the joint stock banks would not he helpful in provid- 
ing agricultural finance at reasonable rates of interest, 
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The joint stock banks did not have the necessary 
machinery to bring the scheme into operation ^ 

Sir Chunnilal B Mehta pointed out that in 
submitting the Statutory Report the Reserve Bank 
authorities may ha^e satisfied their technical con 
science but they did not discharge their obiigaiion 
in a just and fair manner. The Reserve Bank 
authorities have practically discarded all the recom 
mendations and suggestions of the Central Banking 
Enquiry Committee, Sit George Schuster, the 
central legislature and other cornraerctal associations 
in India, thrown cold water over the whole scheme, 
thus denying to the indigenous bankers any position 
m the future vis a vts the Reserve Bank.” * 

Critical Estimate of the Reserve Bankas Scheme : 

This view seems hardly to be doing justice to 
the Reserve Bank of India which did make efforts 
for bringing in the indigenous banker into ns ambit 
It IS true that the conclusion to which the Reserve 
Bank had come was that diiecc relationship could 
be extended to indigenous bankers when the latter 
confined their activities to banking proper by mak* 
mg their principal business the accepting of deposits 
and generally adopting modern banking method's 
The intention of the Reserve Bank was that in the 
interest of his customers and also to bring himself 
within the banking framework of the country the 
indigenous banker should organise his business on 
recognised banking principles and practices In fact 
the proposals of the Reserve Bank seem to be in 
accordance with the spirit of the recommendations of 
the Central Banking Committee, which in paragraph 
139 of their report say. It must, however, be 
remembered that the Reserve Bank can only redis- 
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count bank-endorsed paper c therefore propose 
that only such indigenous bankers as arc engaged in 
banking pioper or are prepared to shed their business 
other than banking, should be eligible to be placed on 
the approved list of the Reserve Bank in the same 
manner a^; joint stock banks” The Committee 
further say in paragraph 144 It is quite conceiv- 
able that a large number of indigenous bankers 
whose principal business is not banking or who do 
not take to banking a* their principal business as 
soon as the Reserve Bank is established will still 
remain outside the scope of our proposals These 
will continue to obtain their hanking facilities from 
the joint stock banks including the Imperial Bank 
of India ' 

The Committee had further suggested m 
paragraph HO of their Report that such of the 
indigenous bankers whose deposits did not exceed 
five times their capital should during the first five 
years of the working of the Reserve Bank be exempt 
from the rule relating to compulsory deposits At 
the end of that period it would be left open to the 
Reserve Bank to take such action in the matter as 
It may consider necessary in order to make its credit 
policy effective ” 

It is thus clear that the proposals of the Reserve 
Bank as embodied in Appendix A of the Reserve 
Bank's Statutory Report for linking the indigenous 
banker were based strictly on the Report of the 
Central Banking Enquiry Committee. It is. 
therefore, not clear as to how, according to Mr, 
Shrofi, cite Bank anctK^ncies ' hat’e prsccrcal' 

ly discarded all the recommendations and ‘ugges- 
tions of the Central Banking Enquiry Committee’ 
The Indian Central Banking Enquiry Committee 
left It to the Reserve Bank to ^ec that institutions 
receiving rediscounting facilities from it were not 
charging to the public unduly high rates They 
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also recommended that the Reserve Bank and the 
commercial banks in India might use such indigenous 
bankers %vho were membets of the Reserve Bank 
sy'item as agents for coHcction of cheques and bilh 
m the same manner as they might use a joint stock 
bank or a co-operatjvc bank This proposal was 
made to improve and raise the status of the indi- 
genous banker m India The Committee further 
recommended that an association of all banks and 
bankers should be formed at an eirly date and that 
such indigenous bankers whose bills the Reserve Bank 
decided to accept should become full members of 
the All-India Bankers Association and such of rhe 
banks and indigenous bankers as were outside the 
Reserve Bank system might be made associate 
members. In the opinion of the Committee, this 
proposal, in addition to giving ind]genou» bankeis 
a status, would also tend to raise the standard and 
improve their banking methods. The Committee 
wanted the indigenous bankers themselves to carry 
out these reforms. They said. “We are of the 
opinion that if they (indigenous bankers) bring 
their system of operations more into line with the 
customs and practices of commercial banks m the 
matter of audit and accounts, use of bills and 
cheques prompt payment and receipt of moneys 
and conduct of business strictly in accordance with 
legal requirements they can take their place in the 
banking system of the country . We feel that if 
the better class of both moneylender and indigenous 
banker would carry out the reform we have sug- 
gested, there are considerable possibilities of mutual 
benefit for both joint stock banks and their indi- 
genous agencies, as n ell as benefit to- the trading 
comraumty as a whole by the provision of improved 
banking facilities ” 

The. 'f’A'w of the. Bjesetvc Ba.tvk of India, is that 
the Shroffs' Association suggests period of five years 
for legal segregation thereby implying no change in 
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the meantime Thatistosij. there is no possibi- 
lity of introducing any scheme on the lines recoin 
mended by the Central Banking Enquiry Committee 
which involves the discarding of non-banking 
business According to the Reserve Bank, the 
time factor is of vital importance as throughout 
the h'atory of this problem the possibility of the 
Bank s having even temporary relations with indi- 
genous bankers carrying on mixed business has been 
excluded as being patently unsound The Bank 
lays emphasis on the separation of banking from the 
non banking business even after the formulation of 
tne original proposals for an Indian Bank Act It 
wants to confine the term bank* to institutions 
carrying on banking bunness only The Bank’s 
view IS that it would be stultifying it'elf if it were 
to accept any scheme involving the retention of mixed 
business even as a temporary measure. It does not 
think that insistence on this will mean an unreason- 
able sacrifice to the indigenous banker , because any 
firm which is doing other than banking business 
has, if It so desires, a perfectly simple method avail- 
able of expresssing this decision by floating a separate 
banking company Perhaps several firms have done 
so in the last 'cvcral years They can even carry on 
their non-banking business as an entirely separate 
concern with separate assets and liabilities. The 
Bank finds It difficult to sec how a firm which is 
unable or unwilling to give up its non-banking busi- 
ness will give up that businC'>s after some period of 
time In the mcanwnile, the Bank’s recognition 
might induce people to deposit money with the 
firm, and if it failed and the depositors’ money was 
held by the Court to meet liabilities fornon-banking 
losses, the Bank should be sharing in the blame. But 
it may be conceded that even with legal segregation 
there is a possibility of a fraudulent concern utilising 
its banking subsidiary for the benefit of its non- 
banking business Tliat does not, however, mean 
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according to the Reserve Bank, that it should not 
insist on measures which would restrict such a result 
ro occasional cases, which are bound in course of time 
to be detected when the public learn to study 
balance sheets and to differentiate between ftaudu 
lent and ^ounJ ooncotni which exist for banking 
purposes onlv 

Grounds for Reserve Bankas Refusal to Proceed 

with the Scheme i 

The Reserve B.ink thus refused to proceed 
with the scheme on tno grounds: (l) the mdi- 
ecnous bankers want time tosegreCate their banking 
from their non-banking business which the Reserve 
bank IS not prepared to concede It wants immediate 
segregation before it is prepared to grant direct 
rediscounting facilities to tncin . (2) it wanted the 
offer of at lca«t a number of the indigenous bankers 
definitely to accept anv <chcmc embodying the 
modifications urged b\ the Shroffs A««ociation 
The fact that the Shroff> would not like to commit 
thcm«elvcs in advance toanv tbme and. xvould give 
onlv an 3>surance that if an acceptable scheme 
were introduced, the Ascociation would take the 
necessary steps to explain the scheme and bring in 
as ni.mv Shroffs .as possible to get themselves linked 
with the Rc'crveBank is not enough m the opinion 
of the Reserve Bank to prepare a scheme. The 
Bank regards this as too meagre a basis for 
recommending to the Government the necessary 
amendments ro the Act. It thinks that like section 
17 ( 4 ) (d) the new provisions would bang in the ajr 
and would remain almo't a dead letter in the absence 
of conditions in which it could be applied. It 
further thinks that there is a risk that even if this 
c^ncess.’cs> Ti>3S granted pressmB might- he hiought 
to bear to amend the prowion itself m the direction 
of further departure from the pnnciple. 
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Hence in the opinion of the Bank it would be 
futile to evolve a workable scheme which would be 
capable of application on any appreciable scale m 
the existing conditions According to the Reserve 
Bank, the Multani Shroffs having most of the hundi 
busine«:s in India showed no interest whatsoever 
in the scheme They were quite satisfied with the 
facilities secured from the Imperial and other 
commercial bank« The Chettiar and Marwan 
Shroffs were al«o indifferent and the Gujrati 
Shroffs shovred no actual zea) According to the 
Bank, the^ think that they cannot make enough 
money in banking as a separate profess on and 
consequenth the> would not modify their existing 
business methods They would «eem to be working 
on a basis of capital which would be regarded as 
inadequate for banking on sound lines and even if 
they were to segregate their banking business 
legally the> might not attract sufficient deposits m 
the moffusil to enable them to carry on their bank* 
mg business 

In view of these facts the Bank did not proceed 
with the seneme. The only contact so far established 
with indigenous bankers is that the Bank has 
extended to them remittance facilities similar to 
those enjoyed by the scheduled banks and further 
It IS of the opinion that in course of time w’hen 
conditions are more favourable the trend towards 
legal segregation of banking will increase among 
indigenous bankers when it will be prepared to 
bring them direccl> within its ambit. 

The view of the indigenous bankets was further 
clarified in 1943 when it was pointed out tha*- the 
Shroffs responded by modifying some of the 
objections to enable the scheme rf the Reserve 
Bank to matenalisej but the Bank shelved the 
scheme on the ground that the Shroffs' Association 
would not gi\e in ndvance the estimdte as to the 
number of Shroffs who would be prepared to work 
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under the scheme. This requirement was regarded 
as strange and impracticable The Shroffs wanted 
that (l) the scheme should be completed and the 
doors opened and even a very few Shroffs should 
be welcome. Others would follow as time would 
pass. (2) Whether or not the scheme would remain 
dormant or unsound, should be no ground to judge 
the need of its formulation. ‘ 

Suggestions • 

The indigenous banker is the roost important 
agency for providing funds m the Indian money 
market So long as he remains outside the direct 
ambit of the Reseve Bank, it is not possible for the 
Bank lo exercise effective control over the credit 
situation in the country. It cannot, therefore, serve 
as a true central bank and without bringing the 
money-lender and the indigenous banker, the most 
important credit agencies of the country directly 
and indirectly, it cannot be helpful m providing 
credit facilities to an adequate extent for the 
agricultural industry which is the most important 
industry of the country. There is no doubt about 
the fact that the Reserve Bank has made sincere 
efforts consistent with the practice of central banks 
m other countries to bring the indigenous banker 
within Its direct rediscounting facilities. It is also 
a fact that its proposals are based on the recommen- 
dations of the Central Banking Enquiry Committee. 
The difference of opinion between the Reserve 
Bank and the indigenous bankets is reduced to this 
that the Bank wants the indigenous bankers to 
give up their non-banking business and to confine 
themselves purely to banking business as a condition 
precedent to the granting of direct rediscounting 
facilities to them. The indigenous bankers are 
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prepared to give up speculative business and to 
submit their accounts for inspection to the Reserve 
Bank; but they do not want to give up all their 
family business, as dealing m gold and silver, etc. 
According to them, the result which the Reserve 
Bank authorities desire to see at once, namely, the 
elimination of all other business would be achieved 
in due course as the volume of banking business 
mcrea ses. When after some years some of the 
bankers on the register find that their banking 
busin-^ss is of sufficient volume to make it attrac- 
tive for them to shed all other business, they will 
not need serious persuasion to do so. The request, 
of the indigenous bankers for the supply of normal 
finance was considered by the Reserve Bank as 
against the recognised practice and functions of a 
central bank : but it proposed to modify the practice 
by offering to the scheduled banks to rediscount 
agricultural paper coming from them during 
normal times. The principle, therefore, that finance 
from the Reserve Bank can only be made available 
m an emergency does not stand. The differences 
between the indigenous bankers and the Reserve 
Bank are not incapable of adjustment, but, according 
to Sir Chunni Lai B. Mehta, “ the belief is growing 
that the Reserve Bank is avoiding the main issue.” 
The indigenous bankers think that the Reserve 
Bank should first prepare the scheme and pave the 
way for the indigenous bankers to come in. It 
would be up to the Reserve Bank authorities 
gradually to stiffen the terms on which they w'ould 
fupplj’ norsijJ iinance, driving the indigenous 
bankers more and more to rely on such deposits as 
they 'can attract ; but their submission is that this 
should be done gradually. According to the Asso- 
ciation of the Indigenous bankers, all the reghtcred 
bankers would be eligible for loans and advances 
and discounting facilities but only some of them 
would make use of the finance from the Reserve 
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Bank for normal purposes Hence the indigenous 
bankers point out that the prime benefit of linking 
with the Reserve Bank should not be destroyed by 
the strict requirement that finance should be 
provided by the Reserve Bank only in emergency 
times The difference is thus very narrow. The 
Reserve Bank modified its original scheme 
The indigenous bankers have agreed practically to 
all the te-ms except that relating to the immediate 
segregation of banking from non-banking business 
The insistence of the Reserve Bank of India on this 
aspect 15, perhaps justifiable because if depositors 
deposit their funds with indigenous bankers and 
come to grief the blame wil! be shared b> the 
Reserve Bank of India also But for the Reserve 
Bank to insist on finding out as to how many 
indigenous bankers would come and join the scheme 
as a condition precedent to the formulation of the 
scheme is to put the cart before the horse Let 
the Reserve Bank frame the scheme, make it known 
to the public, gee u passed by the legislature and 
then indigenous bankets would auiomaticaliy come 
in as and when they find monetary benefits accru- 
ing to them by jommg the scheme 

It IS impossible to over-estimate the impor- 
tance of the indigenous banket m the banking and 
credit machinery of India. This organisation re- 
presents more than 90 per cent of the whole and the 
links between the whole of this system and the 
modern banking system of India are very rudimen- 
tary It Will not be possible for the Reserve Bank 
of India to exercise full control over the currency 
and credit of India without linking the indigenous 
banker with the Reserve Bank an the same sense in 
which control is exercued by central banks ih 
Western countries The masses of the rural areas, 
therefore, will not have the full benefit of credit 
and banking facilities on reasonable terras and 
conditions. Hence the fullest use should be made 
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of the indigenous bankers by adapting their methods 
so that thev may fit m with the modern banking 
system and the central bank * 

The importance of the indigenous banker in 
Indian banking cannot be over-emphasised. Indi- 
genous bankers would be willing to have a chance 
of direct rediscounting facilities with the Reserve 
Bank of India They would also like to be able to 
arrange credits with the Reserve Bank in order to 
carry them over difficult periods But they would 
like an exception to be made m favour of those who 
combine commercial agency business with banking ; 
for they regard commercial agency and banking as 
inevitable because the former involves moneylending 
also. The Reserve Bank of India should, therefore, 
prepare the scheme to bring the indigenous banker 
within Its fold. Under the scheme the indigenous 
bankers should be called upon to submit regularly 
balance sheets audited by properly qualified accoun* 
tants Tliey should be given all facilities provided 
to scheduled banks including the benefits of the 
Bankers’ Books Evidence Act. Dealings may be 
restricted to bankers doing banking business only 
but an exception may be made in favour of a com- 
mission agency business in order that a large number 
of indigenous b.inkcrs may join the scheme Thus 
the Reserve Bank should open its doors to approved 
bankers on these lines. Perhaps at first many of 
them may not come forward , but the fact that its 
doors were open would be an indication of goodwill 
and might ultimately be a means of forging a useful 
link between the Bank and the indigenous banking 
machinery of the country It can be easily realiaed 
that if the Reserve Bank opened us doors to 
carefully selected bankers on reasonably liberal 
terms, a certain number would come forward 
Perhaps this might not have been possible sometime 
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back, but the times are changing and the more 
advanced amongst the indigenous bankers are 
beginning to realise that, i£ they wish to hold their 
own m the modern world they must to some 
extent, modernise their ways of business 

Even in the Bank Act there is no 
provision for the indigenous bankers The Reserve 
Bank should therefore make proposals subject to 
which it IS prepared to grant direct rediscounting 
facilities to the indigenous bankers It may be an 
Act applying to the indigenous bankers purely 
defining the scope of their business conditions to 
which they will have to subimc themselves and 
the facilities which they will be entitled to from 
the Reserve Bank of India In view of the fact that 
the difference of opinion between the Reserve 
Bank of India and the indigenous bankers resolves 
Itself only to one point namely, the immediate 
segregation of banking from the non-banking 
business. It should not be regarded as impossible of 
solution and the benefits which would flow to the 
country from the act of the Bank m bringing the 
indigenous bankers withm the direct ambit of the 
Reserve Bank should not be long withheld 
There can be a separate schedule under which 
the Shroffs can be linked to the Reserve Bank of 
India and the latter may give the necessary facih* 
ties to the former as it has been giving to the joint 
stock banks,* 
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CHAPTER X 


FIKANCIAL HELP BY THE RESERVE BANK 
OF INDIA THROUGH THE MONEY-LENDER 

The important part played by the money-lender in 
the agricultural finance in India and the part that he 
can play further m this connection if his business 
is properly regulated has been discussed m Chapter 
V above The agency of the money-lender should, 
therefore, make adequate efforts in this direction. 
This could be done by bringing the village money- 
lender — the largest supplier of agricultural credit 
in OUT country— within the banking structure With* 
out this, as observed m the Statutory Report by the 
Reserve Bank of India, “the Reserve Bank will not 
be able to influence or improve agricultural credit 
in an effective manner”' Of course there are 
great difficulties m establishing such contact bet* 
ween the money-lender and the money market with 
a view to improving financial facilities for the agri- 
culturists It would not be possible for the Reserve 
Bank to have direct relations with the money-lender. 
In Its Preliminary Report the Reserve Bank pointed 
out that money-lenders were not willing to abide by 
the conditions which would have to be imposed if 
Reserve Bank transacted business with them. It was 
pointed out therein that the money-lender could get 
financial assistance from banks for providing mar- 
'Ketmg iinance. 1! tbe scheduled hanhs can develop 
this business and discount the bills of approved 
money-lenders drawn for advances to cultivators 
against produce, substantial improvements could be 
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made in this aspect of agricultural finance If such 
a scheme could be brought into operation, there 
would be a reduction in the rates of interest at 
which money would be made available to credit- 
worthy agriculturists The mere force of competi- 
tion would secure this 

Efforts made by the Bank : 

The Reserve Bank of India made efforts to 
supply marketing finance to the cultivator at low 
rites of interest hut they could not succeed. A 
Circular No ACD-l/19-38 dated January 3. 1938, 
was issued by the Reserve Bank to all scheduled 
banks It contained proposals of the Bank to 
improve financial machinery of the country to make 
credit more extensively available to the agriculturists 
at reasonable rates of interest The village money- 
lender was to be brought within the banking struc- 
ture of the country The proposals of the Bank 
were that in places where branch banking was 
adequately developed, scheduled banks could obtain 
personal knowledge about the standing of the agri- 
culturist-borrower In other places the money- 
lender could be utilized to ascertain the credit- 
worthiness of the agriculturists and he could be 
made responsible for the adequacy of security The 
idea was to provide roatketing finance to a larger 
extent through the money-lender The latter was 
to draw bills in a form that they could be discounted 
with the scheduled banks. These bills were to be 
on the security of the crops of the cultivator The 
scheduled banks could get them rediscounted with 
the Reserve Bank It was suggested that m the 
initial stages special inducement was to be offered 
to the banks and moneylenders in the form of 
rebates on agricultural bills The Reserve Bank 
was prepared to rediscount such bills at special rates 
by granting rebates to scheduled banks in respect 
of agricultural paper in areas where the agriculturist 
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was paying a very high rate of interest owing to 
inadequate financial machinery. The benefit of the 
rebates was to be passed on to the agriculturists. 
The scheduled banks were asked not to charge a rate 
exceeding 2 per cent over the Reserve Bank’s dis- 
count rate The mone> -lender would pass oncredit 
to the agriculturist with a further margin of not 
mere than 2 per cent. In that case the Reserve 
Bank would grant a rebate of ! per cent. The fact 
that the Re^^erve Bank was prepared to rediscount 
such bills during normal times would make such 
finance more easily available The rebate was to 
apply to all bills and notes for marketing finance of a 
duration of Q months The scheduled banks discount- 
ing such paper would be responsible for satisfying 
themselves that the money-lender was creditworthy, 
that his business was conducted on sound lines, 
and that he kept simple books of accounts in a proper 
form Other details for example, agency for collec- 
tion, form of accommodation from the Reserve Bank, 
the declaration b> the scheduled banks that the bills 
were draw’n for agricultural purposes, the information 
to be supplied by scheduled banks in respect of 
money-lenders, etc, wrere to be considered subse 
quently. The Reserve Bank invited the opinion ol 
scheduled banks regarding the prospects of w’orking 
the scheme. The Bank further pointed out that it 
might ask the scheduled banks later on to furnish 
the list of approved money-lenders whose paper 
would be discounted by the bank. 

Arguments Against the Scheme: 

The scheme w’as not fa\ourcd on many grounds 
First, It was pointed out that the smaller agri* 
cultun«t did not usually borrow against the security 
of his produce He required finance, more for crop 
production than for its marketing. He generally 
obtained it by keeping a running account with a 
moneylender and he would not. therefore, commit 
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himself to bills payable at a fixed date This accom 
modation would be confined to big landowners and 
dealers and they got finance adequately even under 
the existing conditions and did not require any 
special help. 

Secondly it was pointed out that the scheduled 
banks were not in a position to assess the credit of 
the moneylender readily, ft would also not be 
possible for them to dictate the rates of interest 
which the money lender charged to the cultivators 
against produce bills. 

Thirdly it was suggested that first-class bills of 
Multanis were discounted at very low rates of 
interest owing to competition There would there- 
fore, be little scope for scheduled banks for 
rediscounting such bills with the Reserve Bank even 
if the Multanis borrowed funds for advancing 
money to agriculturists 

Fourthly it was pointed out that debt relief 
measures passed m the depression period had 
introduced the element of uncertainty into the 
sphere of agricultural credit The money-lender was 
not willing to utilise his existing funds fully nothing 
to say of utilising borrowed funds m lending them 
to agriculuriits Further he would not stick to the 
rate as embodied in the scheme. 

Money-lenders who were themselves agricul- 
turists might take shelter behind debt relief 
legislation The agncuiiunsts who wished to claim 
relief under the provincial debt relief legislation 
would be entitled to claim that the debt covered by 
such bills should be included with his other debts 
The fact that the bdl had been endorsed by the 
original creditor that is the money-lender, to a 
scheduled bank and later on by the scheduled bank 
to the RcNerve Bank would not cure the defect even 
though loans by joint stock banks were exempt from 
such legislation. The reason is that the original 
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debt was to the money-lender and the subsequent 
discounter had acquired the bill with notice of these 
defects Even the exemption m favour of loans by 
joint stock banks was not universal m provincial 
legislation. It might, however, be argued that 
provincial legislation could be amended to exempt 
such bills That would not help matters, the essence 
of the scheme being that such bills in the first 
instance would be taken by the money-lender and 
opportunities for abuse ana evasion would be 
obvious. 

Funds for Rural Areas : 

The scheme was, therefore, abandoned. As 
already pointed out above, the money-lender is the 
most important financial agency m the rural areas. 
His vast capital resources must be utilised for pro- 
viding cheap finance to the cultivator The lines 
of reform in the business of the money-lender have 
already been mentioned in Chapter V above. Subs- 
tantial money lenders must be linked with the 
Reserve Bank of India directly or through the 
agency of the joint stock banks They have vast 
funds and are migrating into towns owing to the 
effect of provincial debt relief legislation These 
funds must be made available for providing cheap 
finance to the cultivator in rural areas Two 
things are necessary for this purpose. First, 
co-operative movement may be developed in the 
rural areas and the money-lender may be associated 
with management of the co operative societies and 
land mortgage banks. Or, loans may be given even 
6y joint stock banks on the guarantee of the money- 
lender to the cultivators against crops The 
money-lender should be responsible for the security 
and he may be given an adequate amount of cash 
for this purpose. Secondly* bill habit must be 
promoted Standardised bill forms printed in the 
local vernacular which can be drawn upon the 
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cultivator should be made available m the rural 
areas They may be discounted by the money-lender 
with the joint stock banks and by the latter with 
the Reserve Bank of India The Reserve Bank of 
India should stipulate the rate of intcresc to be 
charged for such finance to the cultivator ulti- 
mately This has been done m many other 
countries notably m Australia The order of 
January, 1949, reduced by 5 shillings p. c per annum 
the maximum rate that may be charged on over 
drafts and new loans for fixed periods by commencal 
banks and pastoral companies The rate charged 
by the Commonwealth Bank on rural credit loans 
was reduced to 3i pet cent.* 

Construction of Godowns • 

This will also require the construction of 
godowns In fact the provision for secured advances 
has been made in Section 17 (4) (d) of the Reserve 
Bank of India Act, Under this section the Reserve 
Bank might take loans and advances repayable on 
demand or on the expiry of fixed periods not exceed- 
ing 90 days agam»t Pcomvsory Notes of sheduled 
banks or provincial co-operative banks supported by 
documents of title to goods which have been trans- 
ferred, assigned or pledged to such banks as security 
for a cash-credit or overdraft granted for b(?na fide 
commercial or trade transactions for financing seaso- 
nal agricultural operations or for the marketing of 
crops Thus advances arc to be made against the 
security of Promissory Notes, and the Reserve Bank 
of India cannot accept the goods pledged with and 
m the custody of the same scheduled bank or 
provincial co-operative bank as collateral The docu- 
ments of title to goods issued by independent ware- 
housing companies can, however be accepted as a 
good collateral. This sub section can be taken 
advantage of only if independent warehousing 

1 Be* Ueserve Btni *1 InJifc BolleliD, iTaly, l<47 p«ge iU 
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companies providing efficient storage arrangements 
and having authority to issue negotiable receipts 
are established The warehouse receipts will be an 
ideal security for any bank and a Promissory Note 
supported by it will be eligible for rediscounting 
with the Reserve Bank of India This will bring 
about a fall in the rates of interest and increase the 
volume of finance available to the agriculturists 
This system of warehousing will lead to smooth and 
orderly marketing of agricultural produce and the 
cultivator will secure better price for his produce. 

The Fourteenth Conference of Registrars of 
Co-operative Societies held at Bombay in 1944 re. 
commended the introduction of a system of licensed 
warehouses The Reserve Bank of India has pro 
po«ed legislation to facilitate the establishment of 
licensed warehouses The draft bill proposed by 
the Reserve Bank of India provides for setting up 
of licensed warehouses where agricultural produce 
will be graded, stored and regularly inspected. A 
warehouse will be under a licensed warehouseman 
who will get the produce in his personal custody, 
take proper care of it against theft and other acci 
dents and issue a receipt of safe custody with an 
undertaking to give it only to the person entitled to it. 

One or two provincial Governments have passed 
Acts in consonance with the provisions of the bills 
arculated by the Reserve Bank of India. It is 
necessary that warehousing facilities should be pro- 
vided to an adequate extent. It is then that the 
provisions of Section 17 (4) (d) of the Reserve Bank 
of India Act will be adequately utilised and the 
services of the money-lender and joipt stock banks 
wjll also be utilised With the settmg up of ware- 
houses It will also be possible to develop a bill- 
market and thus agricultural financial facilities will 
be made more widely available by the Reserve Bank 
of India through these various agricultural credit 
agencies. 



CHAPTER XI 


RELATIONSHIP BETWEEN THE RESERVE 
BANK AND THE CO-OPERATIVE 
MOVEMENT 

The relationship between the Reserve Batik of 
India and the co operative movement may be dis- 
cussed from two points of view First, through 
Its Agricultural Credit Department the Bank keeps 
Itself m touch with the movement and makes sugges* 
tions from time to time for rectification and consoli- 
dation with a view to improving the business of the 
co-operative banks In other words, the Bank puts 
forward suggestions to guide the movement along 
sound lines Secondly, this relationship may 
be discussed with reference to the manner and 
method by which the movement is financially helped 
by the Bank with a view to improving the financial 
facilities for agriculture We may now proceed to 
discuss the steps that have been taken by the 
Reserve Bank of India to help the movement in 
these ways and wc may also suggest lines along 
which the co-operative movement should be financi- 
ally helped by the Reserve Bank of India in order 
that agricultural credit faahties in our country may 
be improved 

Suggestions of the Reserve Bank: 

We may first take up the suggestions that have 
been made by the Reserve Bank of India to improve 
the co-operative movement In its Statutory Report 
the Bank promised to issue instructions and circular 
letters indicating the criteria of sound banking 
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principles subject to which it would make advances 
to t^ Provincial Co operative banks * Accordingly 
j ^ number of circulars in 1938. 1939. 

1942 and 1944 indicating the lines along which the 
should be improved and the way m 
which It would be prepared to grant financial accom- 
modation to It. In Its second circular, Reference 
A of 12th June 1939, the Bark 

indicated the lines along which the movement 
should be reorganized It suggested that co-opera- 
tive banks should conduct their operations iikc 
commercial banks on business Principle's The mam 
suggestions embodied in this circular arc given 
below 


Distribution of Assets 

I. It was suggested that co-operative banks 
should keep lO per cent of their deposits in the 
form of cash and balance with other banks and 30 to 
40 per cent of the deposits should be invested in 
Government Securities and Treasury Bills and loans 
and advances should be made to the extent of 50 to 
" P®r cent The maintenance of adequate ratio is 
indeed an important criteria of financial soundness 
The Provincial Co-operative Banks were to buy and 
sell Government Securities on behalf of central 
banks and to keep them in their custody. The 
central banks were advised to ho’d at least 25 per 
cent of their fixed deposits, 30 per cent of their 
savings banks deposits and 35 per cent of their 
current deposits in Government Securities and an 
equivalent amount was to be transferred to •the 
Provincial Bank to enable it to buy Government 
Securities for them Central banks which could not 
transfer such funds immediately were to transfer 
them as and vhen they received deposits. Thus 
the Provincial Bank was to act as an investment 
agency for the affiliated central banks 


1 Be* ptracnph 33 of (b* itsport 
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Period of Loans .* 

11. The bank suggested th?t the period of re* 
payment should normally be 9 months in the case 
of co-operative banks. Loans for a longer period 
than 9 months could be made up to the maximum of 
paid-up capital and reserves of the lending bank. It 
means that co-operative societies could lend money 
foe mtermecliate-torm requirements of their members 
up to the extent of their paid-up capital and 
reserves This provision was criticized in co-opera- 
tive circles in that members would go to the money- 
lender if co-operative societies did not lend money 
to them for more than 9 months^ It will, however, 
be seen that the Bank did not prohibit mtermcdiate- 
term loans . but it suggested that tlicy sliould be 
granted only up to the extent of paid-up capital and 
reserve funds of the co-operative societies and the 
Bank did not favour the granting of these loans m 
any ease beyond three years If co-operative banks 
advance money for productive purposes and thcit 
USB is supervised, tlic Bank thinks they can be re- 
covered in most cases in nine months although it 
realises that in times of crop failure extensions may 
have to be granted Ordinarily owned funds should 
be enough to meet the demand for medium-term 
loans , but if they arc insufficient the central banks 
were to build up their reserves and increase their 
paid-up capital, 

in. It was suggested that co-operative banks 
should not generally accept deposits for periods 
longer than a year or two at the most Long-term 
dcpositsraake it difficult for a Bank to adjust its 
interest rate« m accordance with the fluctuations 
in the money market, and arc a source of great 
embarrassment m times of falling rates The 
rates paid on above deposits should not be higher 

1 ri,a IniA lluii Ul« Mr llualM I ■ told wm In fiv >nr ol.m may lielng 
l«i t by ca upi>r«Llve errd t naeUtidi Qfi 1 1 Ufay*«i< ki>1 1 1 tpocl.l l.iu* onit 
tu ■fivdii yun (or ur'idiieltt* iqrtioMd 
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than the Bank rate ' This suggestion was regarded 
as disadvantageous to the banks. Sir M L Darling 
suggested that co-operative banks should receive 
long-term deposits for 5 to 10 years to take advan- 
tage of the prevailing cheap money conditions 

The suggestions of the Bank can however be 
justified on the following grounds — 

(а) Prior to the depression some co operative 
banks borrowed for long periods at high rates They 
could not convert their long term deposits into 
short term ones Hence they continued paying high 
interest rates on their deposits but had to reduce 
their loan rates owing to changes m market condi- 
tions. 

(б) In uncertain times, it may not be possible 
to forecast with precision the future trends of 
interest rates It would be disadvantageous to banks 
if after having accepted deposits at comparatively 
high rates, they found that the rates had come 
down 

(c) If long-term deposits are allowed, it would 
be necessary to keep in close touch with the 
changes in interest rates and the Registrar of Co- 
operative Societies will have to advise the co-ope- 
rative central and provincial banks with regard to 
the acceptance of long-term deposits. This will be 
a heavy responsibility on the Registrar Moreover, 
changes m interest rates arc at times so sudden 
that by the time his instructions are carried out 
the conditions may have entirely altered. 

(d) If a policy of long term deposits succeeds, 
the gam will be of a windfall nature Moreover, 
if the banks normally accept only short-term depo- 
sits. they can always increase their loan rates when 
the rates of interest go up 

I Ttelite rii/n Me I am las Tantila regarded Ills advir-a rl lie 
Bank as too aweep ng to be vorlable ib practice Bee Aiticle in tl e Indian 
Co opuallct I fcirtr of 11)39 
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(0 H CO opcntiNC binks t^kc vip lonR term 
deposits thcj mij b tempted to make an increase 
m medium term loans which ma> become lone dated 
ultimately 

\s a result of experience joint stock banks 
ln\e come to regard shortterm deposits and 
^hort term loans as a sine gun non of deposit 
banking It is nccessara to observe this rule in 
ibnormal times e\en more rigidly Commercial 
banks satN their interest rates both on duposits and 
loans whcncacr inttrcsr rates change and thc\ 
regar 1 the B ink Rate as their gindt Bn linking 
their deposit and loan rates to the Bank Rate and 
keeping a suffici nt margin between the two the 
banks are able to staluhre thtir profits from sound 
b inking Hence the nee I for hnl ing up the loan 
aid deposit rates of centril banks with those of the 
provincial banks which m turn should b» Imkert to 
tin. Bank Rate so that the credit maelunerj may 
move as an organised unit 

IV Emphisjs was laid upon the separation 
af short term ind long tcim loans Co opttanve 
binks were to state clearly how much of their 
present outstinding loans against central binkswere 
short term and how much were long term The 
method of show mg o\ erdues was also recommended 
Co operative banks were »skcd to adv ance loans for 
fixed penc ds and fix the demand nt the time of 
issuing such loans and Cctlcuhte the o\ erdues on the 
basis of such d mand Authorised extensions were 
to be shown separately m the Balance Sheet 
Fictitious rcpavments were to be avoided Co 
operative banks were advised to make inquiries 
regarding the sources of the repay roent of money 
and the actual purpose of utilising the so-called 
fresh advances U the loans represented a conti- 
nuation of indebtedness the Reserve Bmk advisf'd 
to call for repayment m instalments To avoid the 
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possibility of such fictitious repayment is future 
the practice of making recoveries in a lump sum at 
one time and advancing the wJioIe amount soon 
afterward's was to be 'topped Loans were to be 
advanced in instalments for each operation. Even 
consumption loans could be given provided within 
the annual repaying capacity , but they were to be 
given when actually required. 

Provision for Bad and Doubtful Debts : 

V. Each co-operacivc bank was advised to 
create the full reserve against bad debts and 50 
per cent reserve against doubtful debts to be kept 
separate from the genera! reserve fund. Irrecovei- 
ablc bad debt' were to be written off from reserves 
built up for the purpose and where necessary, from 
the general lescrvcs jIso. It wa^ also suggested that 
the totil of overdues and bad and doubtful dabts 
should form a very small proportion of the totjl 
loans The deposit liabilities of co-operative banks 
should not usually exceed 8 to 10 time^ the paid- 
up share capital and reserves and m calculating the 
reserves it was presumed that overdue interests 
would not be capitalised. 

VI. Cooperative banks were to carry at 
least onc-third of their net profits annually to the 
reserve fund until it became equal to the paid-up 
capital and thereafter at least one-fourth of the net 
profits The spread betw’cen the borrowing and the 
lending rates of co-operative banks was to be suffi- 
ciently wide to strengthen reserves Further the 
reserve fund was to be constituted out of realised 
profits only and investment outside the movement 
as prescribed under the Co-operative Societies Act. 
But investments m first mortgage of immovable 
property were not recommended. The Bank also 
suggested that the lorn and deposit rates of the 
central bank should be linked with the lending and 
deposit rates of the provincial banks which in turn 
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should be linked with the Bank rate, to produce 
an organic structure of rates throughout the co- 
operative movement The suggestion regarding 
the allocation of net profits to the reserve funds 
was criticized on the ground that if the percentage 
of net profits allocared to the reserve fund is raised, 
the profits available for distribution would be 
reduced It may, however, be pointed out in this 
connection that this ’suggestion of the Reserve Bank 
IS sound. In fact the Act of 1904 required all 
profits to be carried to the reserve fund. Distribu- 
tion of dividends was permitted under the Act of 
l'^12 in the ca^e of agricultural societies only. 
Hence the principle may be extended to such banks 
as may not be ob«erving it. 

Thus the Kcscrx'c Bank of India has been mak- 
ing suggestions from time to time for consolidating 
and rectjfj’JDg the co-operative movement It is 
necessary that the co operative movement should be 
linked with the Keserve Bank of India so that the 
latter may be in a position to control the rates of 
interest co an adequate extent in the rural areas and 
that institutional credit at reasonable rates of 
interest may be available to the cultivator. This 
requires the reorganisation of the movement on 
proper lines. So far the movement has 

touched only a fringe of the agricultural population 
Hence efforts should be made to strengthen and 
improve the movement in the rural areas. For this 
purpose a portion of annual profits of the Reserve 
Bank of India should be earmarked as is the practice 
in certain other countries also, to be spent on the 
co-operative movement 

We may now discuss the suggestions 
made by the Reserve Bank of India to place 
funds at the disposal of the co-operative movement 
so that they may be passed on at reasonable rates of 
interest and in adequate amounts to the agricul- 
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turists The Reserve Bank of India Acc makes 
provision for granting financial accommodation to 
agriculturists through provincial banks It places 
certain limitations on the Bank which must be 
observed by it unless the Act itself is amended 
These provisions may be biiefly stated as below — 

(i) Loans and advances to provincial co operatnc 
banks against Government Securities or against 
approved debentures of recognized land mortgage 
banks which are declared trust‘»c securities i.il the 
Bank considers that the debentures are readily 
marketable) for periods not exceeding ninety da\s 
[Section 17 (4) (a)] 

(ti) Loans and advances for a maximum period 
not exceeding 90 days against promissory notes of 
co operative institutions endorsed by provincial 
cooperative banks and draw. n for the purpose of 
financing seasonal agricultural operations or the 
marketing of crops or rediscounting of such promis 
sory notes and that of bills of exchange maturing 
within 9 months [Section 17 (2) (6) and (4) (c) ] 
They have thus to be time promissory notes having 
a fixed maturity and not demand promissory notes 
One of the main reasons for insisting on time 
pronotes is that the Bank should know the exact 
amount of discount on the bills to be discounted 

(ttt) Loans and advances for periods not exceed 
mg 90 dayson the security of promissory notes of pro 
vmcial co operative b^nks supported by documents 
of title to goods which have been duly assigned or 
pledged as security for cash credits or overdrafts 
granted by the provincial co-operative banks for the 
purpose of financing seasonal agricultural operations 
or the marketing of crops [Section 17 (4) {d) ] 

Limitations Upon the Bank : 

Thus these provisions imposed limitations on 
the assistance which can be rendered by the Reserve 
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Bank of India to agriculturists The Bank is not 
allowed to make advances direct to agriculturists. 
It can grant accommodation only through scheduled 
banks or provincial co-operative banks Further, 
It IS not authorised to supply long-term fm.ance to 
agriculturists. It can rediscount agricultural bills 
drawn for financing seasonal operations or for the 
marketing of crops It is allowed to lend only 
for short periods inasmuch as its advances are to be 
limned to 9 months only Sub 3 cct to these limita- 
tions the Bank has been anxious to make the largest 
possible use of these provisions. 

The first important effort in this direction was 
made when the Bank issued its first Circular of 
l4th May, 1938, wherein it laid down the procedure 
to be followed by co-operative banks for obtaining 
financial accommodation from the Reserve Bank of 
India It reserved the right to change the conditions 
from time to time and call for additional informa- 
tion subject to which it would grant advances or 
make rediscounts It also advised the co-operative 
banks to prepare thcit balance-sheets on uniform lines 
and a form of the balance sheet was also en- 
closed The Bank pointed out that it will deal with 
approved provincial banks and through them with 
eligible co-operative central banks of the A and B 
classes. Provincial co-opcrarivc banks which wanted 
to be put on the approved list were to apply to the 
Officer in charge, Agricultural Credit Department, 
Reserve Bank of India, Bombay, through the 
Registrar, Co operative Societies Applications 
should be accompanied by copies of their audited 
balance-sheets, profit and loss accounts and annual 
reports for the last three years as also a copy of 
their bye-laws Similar information was to be 
given regarding A and B class central co operative 
banks if the latters' ptottussoty notes or bvUs were 
to be rediscounted ot advances were to be obtained 
against them After sciutinising these statements 
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the Bank wis to prepare a list of approved and 
eligible banks which could get financial iccom 
modation from the Reserve Bank The Reserve 
Bank was further to consider whether the business 
of the applying bank was earned on generally on 
sound banking lines which was to be judged by the 
amount of the res‘»rve separation of short term 
loans and long term loans the proportion of over 
dues and bad debts to total loans and the provision 
for them distribution of their assets the rates of 
interest paid on deposits and the dividends distri 
buted These points were to enable the Bank to 
judge whether the business of the applying bank 
was earned on generally on sound banking lines 

Provincial co operative banks were to maintain 
with the Reserve Bank a cash balance of not less 
than percent of the demand liabilities and 1 
per cent of their time liabilities in India Free 
transfer facilities were to be provided for maintaining 
this account if the headquarters of a provincial 
CO operative bank were not situated at the place 
where the Reserve Bink had its branch of the 
Banking Department The Reserve Bank would 
inform the provincial co operative bank if after 
judging the above conditions its name was placed 
on the approved list The provincial bank could 
get financial accommodation by making an applica 
tion through the Regi'trar to the Officer in charge 
of the Department specifying its requirements 
under the various clauses of Section 17 of the Act 
The Reserve Bank was to fix the credit lines for 
each bank at its discretion after considering the 
position as a whole The Bank was to be informed 
of the lines fixed and it should apply *0 the 
Manager Reserve Bank s Office m its area when 
It required actual accommodation The application 
was to be made from yiar to yean Financial accjm 
modation was to be granted under the provisions 
or Section J7 of the Act as given above 
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In all cases of loans, advances or rediscounting 
the provincial bank is responsible for payment to 
the Reserve Bank on the due date and the amount 
can be recovered by the Reserve Bank by deducting 
the amount of the co-operative bank concerned. 
The bills are to be turned over to the discounting 
bank on the due date and it is the duty of the 
provincial bank concerned to collect the amount. 

Right of the Reserve Bank to ask for Interest- 
free Deposits : 

There has been a criticism that the Reserve Bank 
of India IS not entitled to ask the provincial banks 
to maintain with it interest free deposits on the 
ground that the Act makes no provision for them 
It IS therefore, suggested that the Bank should not 
frame rules to the fact that only those provincial 
banks which are on its approved list will be finan- 
cially accommodated. The fact is that provincial co- 
operative banks have to mamtam these balances only 
during the time chat they are borrowed from the 
Bank and there is no penalty or levy on the default- 
ing provincial banks for occasional deficits in the 
minimum balance These balances are to be a part 
of their cash resources. Further the Reserve Bank 
of India has a tight to demand minimum balances 
to ensure that the provincial banks as part of the 
credit machinery of the country should strengthen 
the credit pool of the country and also the reserves 
of the central banking institution from which they 
accept assistance It may also be noticed that there 
IS a concession m this respect in favour of the 
provincial co-operative banks as compared with the 
scheduled banks 

The Australian Practice : 

It may be noticed m this connection that the 
Royal Commission on the Monetary and Banking 
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Systems in Australia considered a similar suggestion 
of the Commonwealth Bank Board making it obli- 
gatory on the trading banks to maintain with the 
central bank not less than a fixed percentage of 
their liabilities to the public The maintenance of 
these dcsposits was to ensure adequate resources 
for the Commonwealth Bank to exercise control 
over internal credit. It would force the banks to 
borrow occasionally from the Commonwealth Bank 
and thus strengthen its control over the credit 
policy of the trading banks The trading banks 
were unanimous in their opposition to the proposal 
on the following grounds First if fixed mini- 
mum deposits were compulsory, the trading banks 
woul d have to protect their position by holding 
depo Its With the Commonwealth Bank over and 
above the minimum They would, therefore, hold 
more idle cash advance rates would rise and their 
burden would ultimately fall on borrowers. 
Secondly, cash reserves varied with seasonal move- 
ments. The fixed minimum would be a serious 
burden to the banks at other times. Further, it 
might be more permanent obligation upon the 
trading banks to keep fixed minimum deposits with 
the Commonwealth Bank, but by the grant of a 
special power to the Bank to be exercised only with 
consent of the Treasurer. The Commission did 
not, therefore, specify the percentage that may be 
required to accomplish the purpose, namely, that 
every trading bank will conform to central bank 
policy. The recommendation of the Commission 
in this connection was that trading banks may be 
required to keep with the Commonwealth Bank a 
deposit of an amount not less than a certain percen- 
tage. that every trading bank should be required 
to keep on deposit the same percentage At its 
discretion the Board may vary the percentage from 
time to time within limit fixed by the consent of 
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the Treasurer.' In the case of provincial co- 
operative banks a similar provision might be made 
in tho Reserve Bank of India Act This will be a 
sort of half-way house to meet the demand? made 
by co-operators in India It is necessary that the 
borrowing provincial bank must keep a certain 
percentage with the Reserve Bank but the percen- 
tage may be vahed at the discretion of the Bank 
and It should remain in force for the period during 
which the advance remains with the provincial co- 
operative bank 

The response to the first circular was poor and, 
tiierefore another scheme was prepared m January. 
1942 m terms of which the Reserve Bank offered 
to rediscount bills or promissory notes drawn for 
financing seasonal agricultural operations or market- 
ing of produce under Section 17 (2) (h) o'- to make 
advances under Section 17 (4) (J) at special ntes by 
granting rebates provided the benefit of the rebates 
was passed on CO the agncuUuri'ts To hegm with 
the rebates might be up to I pec cent, and would be 
restricted to bills and promissory notes created for 
the purpose of marketing of crops and that subse- 
quently the concession might be extended to cover 
bills and promissory notes drawn for fm-mcing 
seasonal agricultural operations It was expected 
that the concession would be utilized on a fairly large 
scale and finance would thus be provided to agricul- 
turists a' cheap rates As mentioned m the Circular 
dated 18th November, 1944, the expectations were 
not realized Only one provincial bank borrowed a 
small amount under the scheme at 2 per cent and 
passed on this finance at 2i per cent to a central 
CO operative bank and the latter to a sale 'ociety at 

per cent The money thus reached the ultimate 
borrower at 5 per cent. The Reserve Bank m the 
latter circular decided to cxt(»nd the scheme of 

} Bus pA;es 237 t9 2^»ori>«repai’t of (U« Eoyii CommUsion on 
UoQQtiij iDd iltnliifie Systems io 
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rebate to cover bills and promissory notes drawn for 
the purpose of financing seasonal agricultural opera* 
Tions. adding at the same time that the rebate will 
not be allowed if central banks and provincial 
banks made loans direct to individuals. 

The Co-operative movement must be broad-based : 

Thus this scheme had a poor response In spite 
of this m 1944 another scheme was forrxiulared 
under which rhe rebate was extended to cover bills 
and promissory n ices drawn for financing seasonal 
aJnculcuril operations also Further the rebate was 
increased from 1 par cent to U per cent xn 1946 
The existing Brnk Rate being 3 per cent the 
provincial co-operative banks could, under this 
arrangement, be able to get finance from the Reserve 
Bank at li per cent The U P Provincial Co-opera- 
tive Bank availed of this concession up to the extent 
of Rs 1 40 lakhs. This concession was, m the first 
instance, temporary up to the end of March, 194“^. 
In chat year, under the scheme credit limits of 
Rs. 8.30 lakhs and Rs. 1 lakh were sanctioned to the 
U. P Provincial Co-operative Bank and the Bombay 
Provincial Co-operative Bank, respectively, in 1946 ^ 
Actually these facilities have so far b^cn availed of 
to the extent of Rs 555 lakhs It is thus clear that 
the co-operative movement has not taken advantage 
of the facilities offered by the Reserve Bank to an 
adequate extent except when the movement is in 
difficulties. In many provinces it has surplus funds 
and it does not stand m need of these facilities. 
It will not be able to avail of these facilities 
unless It is sufficiently broad-based so as to embrace 
all aspects of agricultural economy of our Country- 

Advances made : 

The actual amount of loans granted to provm- 

1 See infomeUon supplied by tbe reserve Bank oflndit m the 
toetnorendom sccompenyitig tU litter of Jetiosry tS ld47, 
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cial CO opcntjvc han^5 anti »cl»c<Ju!cd bani's under 
Section 17 IS ^jven beJov/ 

1941 42 Rs 999 hUis 

1942 43 Rs 293 25 hVhs. 

1943 44 Rs 379 15 1 iHis 

The advances referred to above v/cre all made 
under Section 17 (4) (o) >gajmt Government Secim 
ties to scheduled b^nJ^s except a sum of Rs 50000 
made in 1942 43 to a provincui co operative bani' 
under Section 17 (4) (e against bills of co oper/jtlvc 
marl'eting 'jocties In )943 14 another IVovincnl 
ro operative ban!' borrs v/ed Its, ^Olal'bs against 
Government Securities under Section 17 (4) (a) to 
finance «ea«on3l crep loans of primary loan and 
ile societies through central co operative banhs 
and to finance Ci>operative v/boJe»a)c stores The 
1 an of Rs 50 OoO made to a provincial co operative 
binh in 1942-43 v/as m accordance with the Ranks 
scheme for extending financial accommodation to 
cooperative banks for the purpo'e of financing 
«ca*onaI agricultural operations or the marketing of 
crops at concessional rates 

Demands of ihe Co operative Movement ; 

It will thus be *ecn that within the existing 
framevrotk of a legislation the Rank has tried to gi/e 
financial accommodation at concession rates to the 
movement The Reserve Bank has asked for the 
fu'filmcnt of certain conditions by the movement 
v;hich may be called a pre requisites of » jund 
banking Loans and advances can be n ade by taking 
into account the financial soundness of the borro i/er 
There are hov/ever certain demands of cc-ropeta- 
tive associations v/bich the Reserve Bank of India 
should try to meet, and if nece»sary an amendment 
OT CiW A^c rmgAc rrraufe Fi'ccc irfrtr 
should provide ca‘h credit facilities to provincial 
co-operative banks and the provincial co operative 
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banks oi Indian States should also be brought within 
the scope of this Act to ensure uniformity of inte- 
rests Secondly, it is suggested that Section 17(2) (a) 
of the Act should be amended to include the 
provincial co-operativc banks so that the urban 
co-operative banks dealing with small arti«^ans and 
traders may be able to approach the Reserve Bank 
through them It has also been suggested that 
Section 17 (2) (c) which refers to advances tor trad- 
ing in securities should be made applicable to 
provincial banks. A substantial portion of the 
annual profits of the Reserve Bank of India should 
be allocated specially for the development of the 
rural co-operative movem-'nc The interpretation 
placed by the Reserve Bank of India on Section 
17 (4) (d) of the Act should be changed The Bank 
should advance funds against documents of title for 
goods and not against transferred documents of title 
The marketing society which is the creditor m this 
case cannot create the latter document and in the 
absence of warehouses, the legislature could not 
have had the Reserve Bmk’s interpretation in mind. 
Of course the Reserve Bank cannot lend against the 
goods themselves because it cannot hold them as 
security. It can only lend against documents of 
title to goods which presupposes the establishment 
of licensed warehouses as already pointed outabove. 
The scheme of the Reserve Bank for setting up 
licensed warehouses should go a long way in remov- 
ing this difficulty. 

There is also a suggestion m co operative circles 
that the Bank should accept Government paper 
instead of ca«h. balances TKe Reserve Bank docs 
not regard this as feasible. The cash balances 
maintained by the provincial co operative banks 
with the Reserve Bank help the latter to manage 
the monetary svstcra of the country and also to 
extend credit facilities to member banks. The 
Reserve Bank IS also helped to exercise some con- 
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be set up to guide the movement and to secure 
closer contact between it and the Reserve Bank d 
India. A large part of the complaints that now 
appear to exist about the loan policy of the Reserve 
Bank of India may perhaps disappear it suen a 


Council IS set up. 



CHAPTER Xli 


HELP TO LAND MORTGAGE BANIiS BY 
THE RESERVE BANK OP INDIA 

The Reserve Bank of India "^ave its views m 
resp'^ct of financing of the Imd m ^rcgage banks by 
deb-’ntures in a Note citcuhteJ to the Ian 1 mort- 
gage banks and the R“g s*Tais of Co operative 
Societie'! It has pointed out therein that the 
conditions piLSC'-ib’d for the redemption of 
debentures arc one sided To keep their lending, 
rates as low as pa sibL thv land mortgage banl s 
should make tnesc deb-'otures redeemable at any 
time after a short notic to pronde for the possi 
bihty of replacement of these debentures carrying n 
higher rate of interest by new ones at a lower rat<» 
of interest They aUo like to pay off the debentures 
to the extent chat they recover the money lent 
out by them every year and for this purpose they 
make the debentures tedeemablc by lot every year 
up to the extent of their resources on account of 
principal This is unsatisfactory from the point of 
view of the investor The debenture holders do 
not have the advantage of capital appreennon but 
they are compelled to reinvest the money at a lower 
rate of interest with a fall »n interest rates The 
investor wants i steady yield of his money for a 
long period withaiit b^ing put to bother htm'elf 
frequently for finding out new sources for invest 
tnent The prosp ct of getting monty back at any 
time i3 not likely to encourage the investor to go m 
for these debentures In Madras the procedure 
worked satisfactorily It should however be remem 
bered that these debentures ar*. guaranteed by the 
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local Government with regard to principal and inte- 
rest and they have been declared trustee securities. 
Thus stand on the footing of loans issued by the 
Government, The success achieved so far in this 
respect does not, therefore, demonstrate the confi- 
dence of the investors in these banks so much as 
the idea that the Government stands behind them 
does Moreover, these debentures have become 
popular under the conditions of cheap money policy 
If money becomes tight, people will not choose these 
conditions Moreover Government guarantee 
should be a sort of help in initial stages Hence 
the banks should so organise themselves that as 
their business increases they should he able to 
raise finance on their own responsibility and they 
should not suffer if Government support is not 
forthcoming The Bank suggested a sinking fund 
scheme to the land mortgage banks which is being 
worked m practice. 

In Its circular of May 1933, the Reserve Bank 
indicated the terms on which dealings would be 
done with approved central land mortgage banks 
It assured advice about the rates of interest. It 
gave an assurance that in emergency it would grant 
loans up to 90 days and make advances against 
approved debentures to central land mortagage 
banks and to primary land mortgage banks coming 
through them It also agreed to grant loans and 
advances against Government paper to central land 
mortgage banks and to primary land mortgage banks 
coming through them. So far. however it appears 
these facilities have not been taken advantage of. 

Special help by Reserve Bank Necessary 

The Reserve Bank of India has a special part 
to play m the early stages of the development of 
land mortgage banks, particularly in promoting the 
marketability of their debentures. It should accept 
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debentures of the Central Land Mortgage banks 
guaranteed by provincial government as security for 
advances under 'ection 17 (4) This will increase 
the-ir popularity The view of the Reserve Bank 
authorities is however different They pome out 
that if they let the public know that the Reserve 
Bank treats the guaranteed debentures on the same 
footing as Government loans, the proportion held 
by the public would increase but by doing so the 
gulf between the guarantee and non guarantee 
status vould be widened and it would be impossible 
for the Government ever to discontinue its 
guarantee The difference between the price of 
the guaranteed and non guaranteed loans would be 
very much and the latter might not even find a 
market The first unguaranteed loan might even 
be a failure and Government would either have to 
stop assistance which would be difficult or resume 
the guarantee. 

The provincial government should allow a 
higher rate of interest on future issues so that the 
public might be induced to make investments and 
debentures might be issued by tender m blocks of 
Rs 10 to 20 lakhs Then the Reserve Bank might 
come m to take up the residuum of a tender if 
substantial public support were not forthcoming so 
as to prevent the marginal rate making the total 
too high Subsequently m more propitious circums- 
tances It might be possible to put out a non- 
guaranteed issue The Reserve Bank would then 
be prepared to give assistance The suggestion of 
the Reserve Bank is that interest on debentures 
should be raised and the statutory limits on interest 
chargeable to agriculturists should be enlarged so 
that they may vary with the rates at which deben- 
tures are floated in the market from time to time 
By this method a stage might be reached at which 
the guarantee would be reduced or eventually 
removed 



Loan byTfeQ^g«crv€^^n5^ 

The otherlilternauvc suggested by the Bank 
IS that guarantee may be dropped as a temporary 
measure and n straight loan may be granted to the 
land mortgage banks and these requirements may 
be included in the ordinaiy loan programme of 
provincial go\ ernments.' In this connection it may 
be pointed out tbit rJie Indian Central Banking 
Enquiry Coinniiricc suggested that the bulk of the 
capital of thc't bmks should be obtained by means 
of debentures and that the Government should 
guarantee the interest on debentures for rhe whole 
period of their currency It was further recom- 
mended that debentures carrying Government 
guarantee in respect of mt'^rcst should be included 
among trustee securities if the Government were 
satisfied that arrangements Ind been made by the 
Bank for redeeming these debentures at regular 
intervals. In ease of necessity, the provincial 
governments could also purchase the debentures# 


Views of the Banking Committee : 

- The Central Banking Enquiry Committee did 
not directly deal with the question whether the 
Reserve Bank should advance funds against land 
mortage bank debentures guaranteed by Govern- 
ment m respect of principal and interest; but m 
paragraph 611 of their report the Committee wrote 
that “if any securities were issued with the guarantee 
of Government both for capital and interest the 
question of including them in the list of securities 
eligible for purchase and ^alc by the Reserve Bank 
should be consider^-d “ Section 17 (4) (a) permits 
the Bank to lend monev against trustee securities 
and the demand that debentures of central land 

1 1 ( tire I'Jrk (/ 1, )ij trs A(,u iS>T/e2 lie 28», 

AiiRUSt 1240 All ,cc ‘Ml i» fn L«i i H ly 61 ?r jDi c 

RUn p»(;is21»ind 2!S pr.Mcdinj^, | , 1 * ponrlh CoDfcrentc of ll,* 
ludcin Socicly of AgncaUaral kcoaon c* 
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guarantee by the State. The Act should be 
amended so as to enable the Reserve Bank to under- 
take the flotation of such debentures itself. 
Thereby it will be helping the financing of the 
land mortgage banks to a considerable extent. 
Secondly, a long-term mortgage bank branch or 
department must be attached to the Reserve Bank 
of India on the lines of the Long-Term Mortgage 
Department of the Commonwealth Bank of Australia. 
The suitability of the creation of such a department 
must be carefully examined and the Reserve Bank 
of India Act may accordingly be amended The 
creation of such a Long-term Mortgage Depart- 
ment will considerably help the provision of long- 
term loans to the cultivators through the land 
mortgage banks 



CHAPTER Xlil 


NECESSITY OF AMENDING THE 
RESERVE BANK OF INDIA ACT 

The Reserve Bank of IndtaActhas need to be 
amended in several directions As already pointed 
out m Chapter X, the period of nine months for loans 
and advances which can be granted for agricultural 
finance appears to be too small to be of adequate 
help to agriculturists In ccrratn countries like 
Australia, Ireland, Russia and Chile, the period 
IS at least 12 months It is necessary that this period 
should be extended to IS months to be of real 
service to agriculturists in our country 

The Agricultural Credit Department of the Re- 
serve Bank of India is merely an agency for research 
work in connection with agricultural credit and ic 
keeps Itself m touch with credit agencies in the 
country. Ic also gives advice to those interested 
m agricultural credit problems It is not directly 
entrusted with funds. It should be remodelled on 
the lines of the Rural Credits Department of the 
Commonwealth Bank It should have separate 
capital of Its own amounting to Rs 3 crores to start 
with, which, m apenod of five year«.should be raised 
to Rs 5 crore** A portion of the reserve fund 
should be transferred to this Department 
Further a pa^'t of the surplus profits, at present 
payable to the Central Government, should also go 
to make up the capital of this Deparemenr. The 
net profits of the Rescrsi'e Bank of India for the year 
ended 30ch June, 1945, came to Rs. 14,89,00,000. 
and in the subsequent year they came to 
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Rs. 13.64,00,000. Of these amounts about 
Rs. 14 69 crores was a surplus payable to the 
Central Government m 1945, while the correspond- 
ing amount payable to the Government on 30th 
June, 1946, was Rs. 13.43 crores. fn this way from 
1944 to 1946 over Rs 38 crores were oaid to the 
Central Government A portion of this amount 
should go towards the capital of tins Department. 
In the case of Au'trdia, 25 per cent, of the net 
annual profits of the Note Issue Department were 
appropriated for the purposes of the Rural Credits 
Department up to a total of £2 million which 
amount was reached m September 1932 Simi- 
larly, a portion of the net annual rrofirs of the Note 
Issue Department of the Reserve Bank of India 
should also be appropriated for the purposes of the 
Agricultural Credit Department or it may be allowed 
to make advances to this Department. This was 
also done in the case of the Commonwealth Bank. 

Further, the Treasury may be authorised to /enda 

certain sum of money to the Agricultural Credit 
Department. It should be able to make advances 
upon the security of primary produce which may be 
placed under the legal control of the Bank and upon 
such other security associated with the production 
or marketing of agricultural produce as the Bank 
thinks fit. It may not make direct loans to culti- 
vators. but it should make loans to co-operative 
societies— credit, marketing or multi-purpose — and 
to such other bodies as may be specified in the Act. 
Its advances may be made for 18 months Fifty per 
cent, of its profits may be credited to the reserve 
fund of the Agricultural Credit Department and 
50 per cent, may be placed to the credit of the Rural 
Development Fund which should be used for 
promoting agricultural research. This will help 
the growth of the co operative movement as also 
improve financnl facilities for Indian agricul- 
ture. The present functions of this Department 
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can be taken over by the Department of 
Research and Statistics which was set up in 1945 
This latter Department can collect detailed informa- 
tion about the part played by tlie various credit 
agencies of the country. The question of agricul 
tural indebtedness would require special investiga- 
tion ft wis m July 1943 that the Agncultutal 
Credit Department of the Reserve Bank of India 
addressed a letter to registrars of co-operative 
societies on the question of the effects of war-time 
rise in prices on the working of co*opertive 
societies The information supplied was rather of 
a general character It is reported tliBc the 
Agricultural Credit Department is making a further 
study of the subject to gam a complete picture of 
the effects of prices on rural indebtedness so that 
measures may be devised for a further reduction 
in indebtedness A circular has been addressed to 
the re gistrars of co-operative societies in the 
matter*' A thorough inquiry should be made into 
the problem of agricultural indebtedness and the 
extent of finance supplied by various agricultural 
credit agencies m India All this information 
should, however be collected by the Department of 
Research and Statistics 

Further efforts must be made by the Reserve 
Bank of India to link the indigenous banker with 
the central money market of the country in view 
of tile fact that the difference of views between 
the Reserve Bink and the indigenous 
bankers is narrow The bank should not insist 
on knowing m advance as to the number of 
indigenous bankets, who will be prepared to join 
the modified scheme as may be introduced by the 
Reserve Bank of India The indigenous bankers 
should, of course, give up their non banking busi- 
ness and conform to other conditions that may be 
laid tfown by che Reseri'e Bd\'ik o/ Indis regsnbng 


) g4«p>g*232 Rexrr* B«ak oflodit BnlNCI April ISl? 
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supplying of information and keeping of accounts 
from time to time On these lines legislation 
should be proposed by the Resen’e Bank of India 
Similarly, the agency of the money-lender should 
also be utilised and bill habit should be promoted 
and a form of a simple hundi. divorced from its 
existing form should be devised, which should be 
easily intelligible to the unmstructed public It 
should also take an active part in the setting up of 
godowns and warehouses so that the provisions of 
Section 17 (4) (d) may be more effectively utilised 

The model of the Federal Reserve Svstem in 
vhich there are 12 Federal Reserv’e Banks with the 
Federal Reserve Board at Washington to control 
and co-ordinate their practices should be examined 
to see if a similar system can be introduced m India, 
There are many provinces in India, each with 
special economic problems of its own, and m view 
of the vastness of the country the Amencan system 
may perhaps suit the Indian conditions better than 
the existing system 

Long-term Mortgage Department : 

A Long-Term Mortgage Department should 
also be set up under the Reserve Bank of India on the 
model of the Commonwealth Bank Department. 
As pointed out in Chapter V, some foreign central 
banks also have a Long-Term Mortgage Department 
The setting up of a Long Term Mortgage Depart- 
ment was m the mind of the Indian legislature 
when the Reserve Bank of India Bill was under 
discussion in 1933 * The minonO’ report of 
the Indian Central Banking Enquiry Committee 
hu attempted in a way to draw up the constitution 
of this Department® The following extracts from 
their Report are apposite m this re«pect . 

I Eeid the fpeecb of Mr Stermm Raja, Ateemblr Debitei Tolane 
TltZ. No. S ptgt 2ili dated x-(b ftoaember ItS3 

3 Bee page 41 1 of tbe Minonly Report of the led an Central Bankinr 
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In order to work the scheme on a sufficiently 
large scale and to safeguard the interests of the 
Government, who guarantee debentures, a land 
mortgage department would have to be instituted 
in connection with the Reserve Bank— 

‘(1) CO appraise the requirements and to put 
forward at a time suitable land mortgage bonds, 
guaranteed by Government as to interest and 
principal , 

(2) to make arrangements at all intermediate 
periods for the sale of these bonds to the public and 
to provide for purchase by the investor on instal- 
ments on a suitable basis 

“(3) to distribute the amounts raised equitably 
between the various provinces having regard to their 
needs and also to the extent to which guarantors 
are forthcoming m each province , 

(4) to administer a sinking fund and other 
charges and to distribute the interest on land 
mortgage bonds , 

(5) to deal with all agents whether co-opera- 
tive banks or commercial banks, through whom the 
scheme is to work . and 

(6) to make fundamental rules for the adminis- 
tration of the scheme and to see that these rules 
are carried out by the agents 

‘ The Reserve Bank would also be able to place 
land mortgage debentures guaranteed by Govern- 
ment on foreign markets. 

‘ If a land mortgage department is created with 
the Reserve Bank, there is no need for an apex land 
mortgage bank in each province” 

The capital of this new Department should be 
j^s 3 crorcs to start with and map eriod of five years 
should be increased to Rs.5 crores. A portion of 
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this capital should be provided from the special 
reserve of the Note Issue Deparament and the 
balance should be supplied by annual appropriations 
from the future profits of the Note Issue Depart- 
ment and the Banking Department. It should 
provide long-term finance to pnmarj producers 
against approved securities ac about 4 per cent rate 
of interest. It should also be allowed to borrow 
funds The Banking Department should be able to 
make advance to it subject to terms and conditions 
which may ba agreed upon The funds which are 
now granted as loans by the Provincial Govern- 
ments under the -^cts of 1883 and 1834 maybe 
placed at the disposal of the'e two departments 
of the Reserve Bank of India so that they may be 
properl> allocated m response to the needs of the 
agricultural credit agencies by these departments. 
Other details can be worked out by a study of the 
literature bearing on similar departments existing 
in foreign central banks The Reserve Bank of 
India has resources and it carries on correspondence 
with foreign central banks It should be in a 
position to make a thorough study of the subject and 
propose legislation for the constitution of such a 
department. It may be pointed out that its 
utility will be immense, particularly m connection 
with the development of land mortgage banks in 
our country The abolition of Zamindari subject 
to payment of reasonable amount of compensation, 
uill require vast funds particularly if the peasant 
proprietorship sjstcm of land tenure is to be created 
incur country This will require the setting up 
of a network of land mortgage banks which can 
raise their funds mainly by debentures This 
department will be in a position td help the setting 
up of land mortgage banks and will make advances 
to them and it will al«o brfp them m floating their 
debenture? The possibility of the setting up of an 
Industrial Finance Department should also be 
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of the Reserve Bank of India Bulletin of J947 He 
has pointed out therein how some ofjthe complaints 
and criticisms cannot bear proper scrutiny and has 
suggested that the Bank “has been genuinely 
interested in creating facilities and extending 
agricultural credit in all possible but sound ways". 
If the suggestions made in this treatise are carefully 
considered by the Reserve Bank of India and given 
effect in so far as they arc practicable a great deal 
of the difficulty in respect of the part that the 
Reserve Bank is playing m regard to agricultural 
credit will be solved 

Now that the Reserve Bank of India is going to 
be nationalised special provisions in the Act can be 
made to expand facilities for agricultural credit 
and the expectations that were held out m this 
connection when the Bank was set up. should be 
fulfilled In ch-' amended Act a duty must be 
imposed on the Reserve Bank of India to pursue a 
monetary and banking policy to secuic the greatest 
advantage for the people of the country, and to 
exercise its powers in such a manner as will best 
contribute to the stability of Indian currency, the 
maintenance of full cmplo> ment m the country and 
the economic prosperity and welfare of rhe people, 
with particular reference to that of agriculturists, 
as in Australia where Section 8 of the Common- 
wealth Bank Act JJo. 13 of 1845 imposes a duty 
on the Bank to pursue a monetary and banking 
policy, whi^-h will secure the greatest advantage 
to the people The powers of the Bank are to be 
exercised m such a manner as to promote the 
stabrlrty of currency, antf maintain fuff empfoyment 
and the economic prosperity and welfare of the, 
country The same duty is imposed upon the 
Bank of Ireland under Section 6 of the Act 

In Australia, Germany, and the U.S. A , there 
IS the Advisory Council system to advise the appro- 
priate authority of the Central Bank with respect to 
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the monetary and banking policy of the Bank and 
with respect to such other matters as the Governor 
may refer to tlic Advisory Council In the case of 
the Commonwealth Bank the Advisory Council 
consists of the Sccrctarv to the Department of the 
Treasury the Deputy Governor an additional 
representative of the Department of the Treasury 
and two officers of the Bank appointed by the 
Treasurer on the recommendation of the Governor 
An Advisory Council should be set up m the case 
of the Reserve Bank of India also consisting of the 
Controller of Currency the Deputy Governor and 
a few reprcsentativea of the scheduled and pro 
vincial CO operative banks to advise Reserve Bank 
on monetary and banking policy Through this 
Council the Bank can maintain touch with the 
views of ocher financial institutions in the country 
on monetary and banking matters The presence of 
the representatives of financial institutions engaged 
in agricultural credit on this committee will be very 
helpful m expanding agricultural credit facilities in 
the country 

The Reserve Bank of India should also be em 
powered to control interest rates payable to or by 
banks engaged in banking business including agri 
cultural credit institutions The Banking Act of the 
Commonwealth of Australia provides that 

(i) The Commonwealth Bank may with the 
approval of the Treasurer make regula 
tions 

(а) making provision for and m relation to the 
control of rates of interest payable to or 
by banks or to or by other persons in 
the course of any banking business carried 
on by them 

(б) making provision for and m relation to 
the control of rates of discount chargeable 
by banks or by other persons m the 
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course of any banking business carried on 
by them.” 

It IS necessary that the R‘»serve B^nk of India 
should be empowered to regulate interest rates 
in the country, with particular reference to agricul* 
trre so that this industry miy not have to bear 
exceessively high rates of mCercsf The Common- 
wealth Bank has fixed progressively lower rates of 
interest as the maximum rates at which banks and 
pastoral finance companies may advance funds. 
Before the maximum rates were fixed by the 
Commonwealth Bank, banks used to lend at ? per 
cent, or more but now the maximum is fixed at 
per cent and agriculture has fmanc ally benefit- 
ed The Central Bank of Chile also regulates 
the mteccst on agricultural loans charged by the 
Agricultural Credit Institution and the Agricul- 
tural Colonisation Institution. The former is 
intended to stimulate agricultural production in the 
country by means of credit. It controls the 
inves'ment of loans granted by it. At present 
(August, 1947) Its capital and reserves amount to 
535 million pesos, of which 37 millions were 
exchanged for fiscal bonds in the Central Bank. 
In the case of the Agricultural Credit Institution 
the maximum interest is 5 per cent per annum and 
in the case of Agricultural Colonisation Institution 
It IS 4 per cent, per annum These rates include 
commission and expenses These rates apply if 
these funds are obtained by these institutions from 
the Central Bank of Chile It may be pointed 
out that the rate at which funds are advanced by 
the Central Bank of Chile to the In>titutc of 
Agricultural Economy is 3 per cent per annum ; 
while the rate of interest applied to loans to the 
public IS 4i per cent per annum 

The operations of these institutions are super- 
vised by the Superintendence of Banks. Ic is the 
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duty of the Superintendence to see that laws govern* 
mg these institutions are duly complied with. It 
Carnes out inspections and calls for statements of 
affairs at dates not previously announced, at least 
four tiroes a year Further, the Board of Directors of 
the Central Bank maintains a representative before 
the Councils and Committees of these institutions 
but his mission is limited to the revision of the 
documents, which guarantee the credits, the Bank 
accords to these institutions 

The Central Bank of Chile may discount bills to 
which the Institute of Agricultural Economy is a 
party. It may also make loans to it on the basis of 
promissory notes provided they arise from opera- 
tions covering the purchase of wheat and its by- 
products or other farm products. The maximum 
period of these loans is 180 days They earn 3 per 
cent, interest and the maximum amount is 120 
million pesos The Bank can demand a hen of 
these products, which remain stored m the General 
Deposit Stores The Institute of Agricultural 
Economy is not a credit institution. It is. however, 
empowered to obtain loans from the Central 
Bank to enable the State to fix prices. 

The Reserve Bank Act should also provide for 
investment of funds in the bonds of land mortgage 
banks, carrying government guarantee. This will 
help the establishment of land martgage banks in 
India to meet the long-term credit needs of agricul- 
turists. The Bank of England is a shareholder in 
the Industrial Development Corporation in England 
and also in the Agricultural Mortgage Credit 
Corporation. The Bank of Norway is permitted to 
invest funds in the bonds of the Norwegian Mortgage 
Bank The Banco Central De Chile is permitted 
to acquire the bonds issued by the Agricultural 
Credit Institution up to a maximum of 40 million 
pesos per annum for not more than ten years. 
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These bonds can be issued prior authorization of 
the President of the Republic and on a favourable 
report of the Committee of Public Credit They 
are guaranteed by the State 

The Act should also provide for the licensing 
of money lenders and indigenous bankers whose 
names may be entered in a separate schedule Bills 
bearing their signatures may be rediscounted by 
the Reserve Bank of India. This will bring the 
approved indigenous bankers and money lenders 
within the direct ambit of the Reserve Bank of 
India Part VI of the Centra! Bank Act, 1912, of 
Ireland makes provision for bankers licences and 
prescribes the duties and obligations of such 
bankers Su h license is granted by the Revenue 
CommiSaioners Licensed bankers have to furnish 
a statement of cheir banking business to their 
creditors, unless exempted by the Minister They 
have to publish chcir balance sheets m prescribed 
forms. In terrain circumstances, licensed bankers 
are to make interest free deposit' with the Bank of 
Ireland. Indigenous bankers and money-lenders m 
India should also be under an obligation to take out 
a license from the Reserve Bank and those with a 
minimum amount of capital may be put on the 
approved list of the Reserve Bank of India and be 
entitled to rediscounting facilities with the Reserve 
Bank of India. 

There should be periodical conferences between 
the authorities of the Reserve Bank of India, and 
the repre'entattves of the agencies engaged in the 
provision of agricultural credit In America there 
IS the National Credit Committee, represented by 
leading farm orgonizations, agricultural credit 
agencies ind the Federal Reserve Banking System 
as also the co-operanvc credit agencies This 
organization discusses the farm mortgage credit 
situation, and thus there is close contact and 



NCCESsm oi \mi:ndin(* u e i ^ct 171 

collaboration between the agricultural credit 
machinerj and the Federal Ue^erxe Banking 
System to the mutml -advimtage of both This 
system may be adopted In India also 

When the Reserve Bank of India is nationa- 
lized and the Act is to be amended, care should be 
taken to emphasize the independence of the Bank 
cn the model of Australia and the Bank of England. 
Under the Commonwealth Bank Act the Bank 
shall inform the Treasurer about its monetary and 
banking policy from time to time In c isc of difference 
of opinion, the Treasurer and the Bank sh dl try to 
come to agreement, fading which, the Treasurer 
may accept responsibility lor tbc adoption by the 
Bank of a policy in accordance with the Govern' 
ment’s opinion. In England also, the Freisurycan 
direct the Bank after consuhation with ir. Similar 
independence of the Bank must be maintained in 
India also. 

The adoption of these suggestions should go a 
long way in improving agricultural credit facilities 
in our country, and m enabling the Reserve Bank of 
India to occupy its rightful phee m the credit 
system of the country. The benefits of central 
bmkmg will then percolate m the rural sector also 
of Indian economy. 



CHAPTER XiV 


MONETARY POLICY AND AGRICULTURAL 
FINANCE IN INDIA 

It iS now regarded as a truism chat monetary 
policy occupies a very important position in the eco- 
nomic life of a country. Money and credit influence 
the course and volume of economic activity to a 
very great extent. In fact booms and depressions 
are connected with the imperfect working of the 
institutions of money and ciedit. In monetary theory 
the problem of the rate of interest has claimed 
greater attention than other aspects connected with 
saving, etc. Originally the rate of interest was 
supposed to be determined by factors like the 
marginal productivity of capital and abstinence or 
by factors on the side of demand and supply. In 
course of time, with the development of central 
banking it was realized that monetary authority 
could vary the rate of interest to a certain extent. 
Hence the significance of Bank Rate increased. 
For a long time, it was used as an instrument to 
protect the gold resources of a country and to 
maintain the Gold Standard. In the bsginning, 
only the short-term implications of the Bank Rate 
were regarded as significant ;but Keynes' developed 
the view that changes in Bank Rate produced 
changes in the long-term rate, which in turn, affect 
the level of investment, output aud prices. Sub- 
sequently he developed the view that the volume 
of investment and employment was determined by 
the rate of interest* According to him the rate of 
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interest was primarily a monetary phenomenon and 
that It was not the instrument which equated 
saving and investment He held that the rate of 
interest could be established at any desired level by 
monetary action The volume of investment 
depended upon the marginal efficiency of capital 
m relation to the rate of interest Hence a lowering 
of interest rates would stimulate investment. He 
was, therefore an advocate of Cheap Money Policy 
The objective of cheap money policy is to 
provide ample funds in the money market to reduce 
the interest rates so that investment production 
and employment may increase It implies a 
structure of low rates of interest which may be the 
result of two factors Firstly it may be due to an 
increase in the volume of voluntary saving in rcla^ 
tion to demand This fall m the rate of interest 
may or may not stimulate investment activity 
Interest rates decline m the downward phase of 
the trade cycle but investment is not stimulated 
thereby Secondly cheap money policy may be 
the result of the efforts of the Treasury and 
the Central Bank It is in this latter sense that the 
term cheap money policy is used now According 
to Keynes there is a chrome tendency for the under- 
employ ment of resources in the normal economy. 
This according to Keynes can be rectified by 
deliberately lowering interest rates The policy of 
cheap money has been followed in England and 
America ever since the depression of the Thirties 
of this century. This policy is advocated inasmuch 
as It reduces the cost of public debt and is advanta* 
geous to Government Secondly, low rates of 
interest also stimulate public works policy In the 
case of public bodies and public utility concerns 
whose fixed capital expenditure is larger interest 
forms an important part of the total cost In the 
case of banks income and expenditure both fall, the 
latter more than the foroaer* and there is gam from 
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rates began to harden towards the close of 1936 
The Calcutta and Bombay cal! money rates ranged 
between J and \ per cent during 1936. Dy 1939, 
the former uent up to 2§ per cent The Calcutta 
Bazar Bill rate w.as between 5 and h per cent in 
193*3, and it went up to 7 and 8 per cent in 1935 and 
thereafter it remained between 6 and 7 per cent 
The mam factor responsible for this was not hcav'y 
Government demands but an incrca«c m private 
demand caused by increased activity Indiisrnal 
production increased 

In the World War II there was a great increase 
m currency and credit as a result of increased war 
expenditure incurred m India and also as a result of 
a rise in the favourable balance of tt.idc. Inflation 
gave an advantage to the investing classes who came 
in possession of large liquid Mvings The supply of 
capital goods for pnxatc investment was limited. 
Hence there were huge floating funds in the market. 
They were used for investment in Government 
securities or speculation in shares The search for 
investment reduced interest n*es to low levels 
As a result of the capital issue centrol in May 
1943 the financial rc'^ourc-’S of the country were 
mobilized. Between 193940 and 1945*46 Govern- 
ment ratted Rs 1 200 crorcs at progressively 
favourable terms War time activity and Govern- 
ment borrowing created a keen demand for funds. 
The Imperial Bank hundi rite was raised from 
3 to 31 per cent in November, 1939 at which it 
remained up to January 1941 For some time 
money rate also ruled at higher levels but after 
1940 the market ruled easy and by 1941 i super- 
abundance of funds was m evidence The cheaper 
money drive reached its climax in May 3946, when 
3} per cent, paper was convertfd into 31 per cent 
1976 Loan at 99 per cent or 3 per cent 1986 Loan 
at par So fir the pursuit of cheap money was 
mainly restricted to the organized money market 
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During the war period cheap money conditions 
were not brought about in sectors of Indian economy 
other than the organixed money market, but after 
the war. Government demands fell and it was 
realised that cheaper money in the organised section 
of the money market would only aggravate inflation* 
aty tendencies. Our capital resources had been fully 
employed and the availability of additional capital 
was limited Cheap money policy m these condi- 
tions could only add to inflation, The effective- 
ness of cheap money depends on the successful 
operation of a system of controls This was full of 
difficulties because of the peculiar structure of 
Indian economy and administrative difficulties. 
Hence in August 1946 the Governor of the Reserve 
Bank pointed out that “the benefits of cheap money 
have yet to percolate to the same extent to the other 
sectors of our economy, particularly agriculture".* 
He did not advocate any reversal of the trend in the 
direction of cheap money, but he pointed out that 
the immediate task was to consolidate the existing 
position rather than to move further in the direc- 
tion of cheaper money 

After the cessation of the war economyit is ne> 
ce«saTy that cheap money should spread through all 
sectors of Indian economy so that a balanced 
develonmenc of economic conditions may be 
brought about A sound monetary policy should be 
designed to secure the full employment of out 
national resources, to maximize production and to 
raise the standard of living of the people. Cheap 
money policy will help industrial development by 
providing ample funds m the money market and 
by cheapening credit This was not so m India 
in the past Firstly, cheap money policy after 1930 
simply indicated a reduction m the demand for 
credit. When however, industrial development 

l Belli the ennoel «p«aeli Sf lb* Ooreritor of *' « I 
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was revived subsequently there was no cheap money 
policy Secondly, owing to the peculiar structure 
of the Indian money market cheap monev has been 
restricted to the organized sector of the money 
market and its benefits have not been widely spread 
The giic-edged market was th’ greatest gainer from 
cheap money conditions ; while agriculture remained 
at the outer fringe of the beneficiaries. Rates 
have been less elastic in the other sector because of 
the risk premium which is very great in industries 
like agriculture In order that the benefits of the 
cheap money policy may spread to other sectors of 
Indian economy, it is necessary to improve the 
structure of the financial machinery so as to permit 
funds to flow more freely between different sectors 
of the economy. 

As regards agriculture, three factors have to be 
borne in mind Firstly, a deficient financial organiza- 
tion IS a factor to be considered to cheapen the 
credit system Secondly, the risk premium forms a 
great element in the co<t of agricultural credit, 
particularly in India. The Indian agriculturist 
verges on bankruptcy and his credit is very low. 
Hence Indian agriculture must be put on a profit- 
making basis ro reduce the cost of agricultural 
credit substantially Thirdly, a special clement of 
cost in the case of Indian agricultural credit is the 
monopolistic position of the village money-lender, 
even m places where co-operative societiesexist. The 
money lender is the gram-dealer also, which makes 
his position even more powerful Hence the element 
of monopoly rent enters the cost of rural credit to a 
certain extent. Thus cheaper money conditions 
m the organised money market do not materially 
appear to affect cost of agricultural credit. A 
closer link between rural credit agencies and the 
organized monej market would remove the mono- 
polistic control of the money-lender over the rural 
credit system m India For this purpose, it is 
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necessary that all the mam constitujnts and the 
money-lender should he brought withjn the direct 
ambit of the Reserve Bank of India so that the 
latter may be able to exercise an effective control 
over the rural section of the Indian money market 
and thereby adequate credit may be provided on 
easy terms to Indian agnculture. It is necessary to 
expand organized banking to moffusil centres so 
that there may be an influx of funds mto rural 
areas This is likely to be accompanied by an 
easing down in interest rates in upcountry centres. 
This will help Indian agriculture considerably. 

There are schemes of agricultural de^elopnJent 
with the central and provincial governments and they 
must be put into effect m order to provide a 
balanced development of Indian economic condi- 
tions To promote the economic developroene of 
the country the demand for investment has to be 
stimulated by means other than lower rates and 
the supply of credit has then to be expanded. Cheap 
money can encourage investment if conditions are 
favourable. It will not. however, by itself produce 
an adequate volume of investment and consump- 
tion ^ The field for new mvestmenc is very large 
in India The encouragement of industrialization 
and agncultural improvements, which must absorb 
the major portion of future investments, mCist form 
a part of the policy of general economic develop- 
ment of the country. The demand for new invest- 
ment will keep pace with the success of the policy 
of capital equipment and technical personnel The 
limiting factor to a policy of expansion in India is 
the availability of capital equipment. When full 
employment of our capital resources is reached the 
scope for further monetary expansion will be limited 
by the rate at which additional capital equipment is 
available. Again, investment would come forward 
only if It is profitable. This requires the mainten- 

1. BtsMo la lie Eeeeree Beak cl ladj BsUelia. April 1911. 
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ance of the demand for production. The schemes 
of development prepared by the Government will 
provide this demand. This requires an increase m 
the income of the consumer. 

Agricultural improvemenrs m India are indis- 
pensable to increase the income of the people. 
This requires a wide variety of refoim in agricul- 
tural technique, land tenure, irrigation facilities, 
and the like. These improvements will largely 
centre on an improved system of agricultural credit 
m which there must be a closer link between rural 
credit agencies and the Reserve Bank of India. 
The benefits of cheap money policy will percolate 
to the rural section of the money market if this 
link IS firmly established The Reserve Bank of 
India should, therefore adopt the practices and 
policies followed by the central banks of agricul* 
tural countries like Australia. Argentina, etc, to 
improve facilities for agricultural finance in the 
country. 


APPENDIX A 


COPY OF “QUESTIONNAIRE” ADDRESSED TO 
FOREIGN CENTRAL BANKS 

1 What are the proviaions of the BeserTe or Central 
Back Act r«gardiC2 the graut of faoancial help Ly the Rank 
to other credit agencies jo the country connected with 
agncuUure ’ 

2 la any portion of the profi s of the Reserve Bank alloca- 
ted or earmarked for agrictiharat fin^ace ’ If an Low ? Ttie 
amount actually eamarked anonally may be elated for 3 years 

8 Does ihe Bank provide credit faciiities for agriculture 
by red scounting agncuiturai bills ^ tf eo> is there any con' 
ceseioB regarding period of tinic and rate of rediscounting for 
agricultural h lie * fa there any |iB>n regarding the amount of 
such hills to he rediecounted ' Conditiotia if any attached to 
such rediscounts tosy be staled IJoit much amount has been 
advanced during the loet ihies years for which figures are 
availatle^ D<#s the Bank lusiat that the coocesvion in the 
rat6 of ditcouut should be passed oo by the agencies to the 
nltioate borrower ' If to, bow •' 

44 Are any advances made by tie Dank for agneultural 
finance ^ li so the objects^ aetunl) lates of interest and the 
agencies to which they are made may le stated The amount 
actsally ataileo of by the agencies concerned may be stated 
for two years. 

5 Does your Bilik jrovide d rect credit facil ties to the 
cultivator or groups of cultivators' If bo particulars regatding 
amounts rate oJ interest period of time and the oh;ect« for 
which they are granted mav be etatef The amounts lent in 
such vrays for at least one year may be stated 

6 Has your Back lowered the rate of interest and helped 
agriculture through it# diBcoMit policy and open market opeia- 
tions ' If so please give facte and figures to show the effects 
of these methods on agncultoraJ credit bringing out as to bow 
agriculture has been benefited financially thereby 

7 How does your Bank financially help the co operative 
movement amongst agriculrnmts ■* Details may be given 
The extent oi success achieved may be stated. 

8 Does your Bank grant over-draft acccmmodation or 
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otherwise place funds at the disposal of Governmetit free of 
interest or at concession rates for subsidizing rural 
credit agencipa ? If so, details may be Riven How does such 
finance reach the cultivator ? The actual amount availed of 
by cultivators for a year may be stated 

9 Are there any special Departments of yoor Centra! 
Bank to grant ehort>tenn, medium term and long term loans 
for agriculture ? II eo, pleaee state their eoostiturion fanctionsi 
sources of getting funds and operations 

10 Does your bank eicrciae supervision over agricoUnral 
credit agencies in the country ■“ If sot please state the 
methods, e ^.instection lusistenoe on the deposit of interest 
free hal&nces by the agencies, sending of returns of busirees 
periodically, etc 

JI Does the Dank specially eocoarage ibe exports or 
dieceursge the imports of certain agricultural commodities’ 
If so. how end with what eflecls ’ 

12 Does the Hank contribute any smcunt towards the 
capital of agnculiural credit agerciea or institutions in the 
counlrv ’ If so how much and wbv ? In that case, what 
control if any, does It exercise over such credit institulione ? 

13 Has the Bank succested any changfa jn the system 
of sgricoltafal finance la the counter ? How far such changes 
have been carried out aud with what eiTect rs agriculture ? 

14 Has your Bank followed any particular policy to 
increase the production of agricultural produce m your country 
in the war of 1939-45 or thereafter ’ If so, how ’ 

16 Is there any State Bank in your country for provi- 
ding agricuhnral finance ’ What financial help does your 
Bank give to such State Bank ? 

I6 What are the differeot kinds of agriculture? credit 
agencies in your country ? Their functions and operations 
oav be briefly mentioned In this connection the part played 
by the private money-lenders and organized credit agencies 
may be estimated. 



appendix b 


RELEVANT EKTRACTS FROM REPLIES RECEIVED TO 
MY 'QUESTIONNAIRE ADDRESSED TO FOREIGN 
CENTRAL BANKS GIVEN IN APPENDIX A 

Auitmlia Commonweelth Bank 

Sxtracla from the Pank'itfUtr dated 1st iP/? 

" VVitii regard Jo your request /i» infoimaUon regarding 
this Bank and its operation regarding oilier Australian /man- 
cial inatitutiona aui tlio r operatiAna we tliink tlie moat 
Ofitivonient melhol of aipplying tlie information deaired >9 
firstly to set out a general siirvoy of tUe Awalralian financial 
syetem and then briefly to deal with the tjueatioos enumerated 
in lie attauhment to yenr letter 

Atsitralian Baoki'og Syatem * 

The major iiriita of the Auetrelian financial system are the 
Oornmnnwealtli Bank of Australia and the nine main trading 
banka Each has a number of branches throuahont Anatrafia 
Tor instance there are aorae SCO branches of the Common* 
wealth Dank/ each of which conducts ell classee of general 
banking (and aavinga banking) basinet The total number 
of branch banks in Australia ii approximately 2 300 

Divitioas of the Financial System 

It is ocnyeiiienC to deal with the various divisions of the 
financial system under the following headings 

(a) The Commonwealth Dank of Australis the 
relevant functione of which are*** 

(t) its centra) banliiQg activities , 
lie geoeral banking business 
(«•) Its Rural Credits Department and 
(tti) the Mortgage Dauk Dopartment 
(i) S ate Rursf and Agricultural banks 
(c' Other backs 

(d) Pastoral finanoe oompaniee , and 
(<) Other lender* 
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Commonwealth Bank of Australia : 

The ComraoDwealth Baak of Australia was established by 
Act of Parliament in 1911 and as the central bank (which 
position it assumed m later years) it is part of its functions to 
regulate the volume of credit and to direct credit into proper 
channels at appropriate rates of interest As an agriculture 
IS concerned, it has always been tlie policy of the Centra) Bank 
that c^-edit should be available to persons engaced in agricul- 
tural operations Further reference IS made b^low to the rate 
nf interest at which such credit is available 

Through its Genera) fianiciog Division (see Part IV of the 
Commonn ealih Bank Act) the Bank lends on overdraft terms 
direct to individuals engaged tn primary production » to 
pastoral finance companies, and to other bodies that, m turn, 
lend to primary predt-rera Such advances are made at a 
rate of 4j per cent per annum or lower 

With regard to the Rural Credits Department of the Bank, 
reference is made to Part VlII of the Commoswealtb Back 
Art and particularly to section 67 from which it will be noted 
that, through tbe Rural Credits Department, the Bank makes 
advances to co-operative associations, marketing boards and 
other bodies for the purpose of facilitating the marketing of 
primary produce in an orderly maopcr* The Depertment waj 
established in 1925 and appnxiuiately £ 52d mthton had bees 
advanced hi the Bank on Rural Crtdile terms between the 
commencement of the Department and SOtb June last At 
present the rate of interest charged for advance on Rural 
Credits terms is 'o\°U P a <*r lower The security that may 
be taken is prescribed m Section 67 of the Act. Advances are 
made through tbe Department for a period of not more than 
one year and one-half of the net profits nf the Department is 
placed to tbe credit of a Rural Credits Development Fund, 
the moneys in that Pond being used for the promotion of 
primary production D sbursements from this Fund have been 
made for purposes such as agncqUiiral. farming and pastoral 
improvement experiraenta. cattle research, importation of pedi- 
gree stock (odder conoervatinn etc The totjl amount, 
diibiiraed in th s manner is £ dSO.OOO 

Tie Mortgage Bank Department of the Commonwealth 
Back was established in 1943 and tt will be noted from section 
80 of the Act that, through tbe Department, the Bark makes 
loans to persons engaged in farming, agricuhun) horticoUurali 
pastoral or grazing operations The security that may be 
taken 18 prescribed in Section 80 of the Act and Section 82/85 
prescribe the percentage of valuation, amount of lean, period, 
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and repayment arrangemeata Loans made through the 
Department total £ 3 600,000 The capital of the Department 
{nee Sections 15. 47, and 76) is being piowded ‘ free’’ by the 
OimmonipeaUh Bank The rale of interest charged in respect 
of loans mads through the Mortgage Bank Depaitmenl is 4% 
p a for loans for 20 years and 4j% p a for 21 to 41 years 
State Rural and Agriculture! Banks ‘ 

In each State oI Aostralia some special type of organisa- 
tion has been established for the purpose of providing accom- 
■uodation for primary producer- Id three States. Rural Banks 
have been set up by the State Governments Each such bank 
IS concrohed oy Coramissioners appointed by the State Govern 
menl Their funds are main)]’ provided by the issue of 
debentures gasranloed by the Slate or by advances made by 
the Stale and to a small extent by deposits from the public Jn 
one of the other States the fooction of lending to primary 
Ptoducera IS performed by a Uepartmeot of the State Ssvinge 
Banka In the lemaiuing two States, the coirespoiiding 
inftitutio IS are. lu sITevt State Oivernoent departments 

Is addition, some of the State Governments hate set up 
departuente to lend money to returned soldiers and others for 
the purpose of estabUshiag ard maintaining them, on the land 
The rates of interest charged by the State Rural and 
Agricultural banks and conesponding institutions very battveen 
3} and 4|% p a Information tvitb respect to the volume of 
loans through the organuslions mentioned is not available 

Other Bank* : 

The other AastraUao banks make credit available or over 
draft terms direct to persons engaged m aenoultural pursuits 
and. as does the Commonwealth Hank lend to paslnrsl finance 
companies and other bodies and individuals that in turn lend 
to individual primary producer Although overdrafts are 
theoreticaiiv reparable on demand they are in the majority 
of cases granted with the knowledge that they will uot he 
repaid for several years et least aod. tii effect < onsiaute 1 >cg- 
term loans Before the War the amouQt ontslauding m respect 
of loans by trading banks to persms engaged in agricultural 
an! pastoral industries totalled appioximatelv £ 140 million 
The rale of interest hxed bv the Comtnonwealth Bank as 
being the maxiintim rate at whicb the trading banks may lend 
money, is at present 4j*/o per annum 

The trading banks are subject to the supervision o/ 
Commonwealth Bank m its capacity as the central hank and 
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in tins resarl reference te made particalarlf to sections 17/22, 
27/28 40/47 anl 52 of tbe Bankmc Act 1945 

Pastoral Finance Companies 

The pastoral finance companies provide both short term 
anl longterm capital fo primary prodneer^ mainly to 
wool erowf*rs Broally speaking tb<* basts of the activities 
f fheip CO npin es h the gile of woof and their fitancial opara 
tons have been bnilt up as a complement to this function 
Unit of them i^’t as a>enrs lor the bay ng and form a variety 
of servi ee incloding — 

(a) the storage and display of wool befjre sale 
8 znilar facilities being provided fjr other com 
loodities e p.ehiQc bides tallow gram etc 
and 

(h) the sale to primary producers of supplies, farm 
reqaistes etc 

Pastoral bnance companies borrow from banks on over* 
draft when necessary It u not the practice of tbe companies 
to make long term loans bn loans repayable on demand are 
frequently carried for an indefinite period Tbe max mum 
rate of interest at which pastoral finance companies may lend 
IS at present 6 ‘’/o p a It is estimated that the total amoBit 
of Ijans ontatandiQg on the books of pastoral finance compstn^s 
in Aastralia approximates £ 25 million. 

Other Lenders 

Most of tbe finance required by primary prodn eriis 
obtained from the organizations described above, but there is 
in addition a considerable volame of private finance provided 
directly by indivi Inals and in'iire'*tly by solicitors and agents 
f n behalf of clients Tbe majar part of this hnaace would be 
subject to a regulation prescribrg 4j%per annnm as being 
tne maximum ra^o of interest that may be charged at present 
Questionnaire submitted witb your Letter 

Wnh regard to ihe qupszions } tbe /clJowing 

information is euj plied — 

I As the r'enlr«J Bank, the Commonwealth Bank 
IS in a position to provide financial assistance to other credit 
agencies where necessary There is no specific provision 
that the Bank shall grant financial assistance to credit agen'^ies 
connected with aTricnUnre There IS of conriie tbe general 
power to lend money to any person or body whomsoever 
»ee (15 f'ommonwealth Bank Act) in addition 
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to the apecitic provision for advances through the Raral Credits 
and Hoitgage Bank Departmeats 

2- With regird to the queatioo whether any portion of 
the profits of the BaoV la allocated for a^nciiltural finance, 
WB refer to eectiosa 15, 47, 64 aod 71 aud 76 of the Comioou- 
wealth Bank Act The amonot appropriated from pioliCs 
dnring the last three years (to 30-6'lS46 for the purpose of 
BgricuUnral finance approximatea £ l.iOOOOO, being the 
amount transferred to capital and reserves of the Rural Credits 
and Mi'lgage Uaiik Departments, tos^ther with the amount 
placed in the Rural Credits Development Fund 

3 The Bank does not provide credit facilities for agri- 
cuiture by discounting agricultural tulU The practice of 
issuiog aencalturdl bills has not been adopted in Australia 
wheie banka lend the money (repayable on demaud) against 
land aod hxed assets, and also agaiust stock and cfops> 

4 and 5 For information regarding the practice of the 
Sank in conection with prevision of accommcdstiOQ for agri 
csllDiii} hnance and direct facilities to cultiTatora and groups 
of calcivators we refer to our ccinmeuU above and to the 
proMs'oss of Part« VIK aod IX of tbe CoisaoDvrealtb Bank 
Act 

6 In its capcity as the Ceotral Bank, the Coiuiuonwealth 
Bank (since ^arcb ld4J) has filed progre^nrely loner lates 
of iii'erest as being tbe rates at which oihei basks and 
lenders suuh as va-torol finance c >mpanies. may lend money 
Before mevimiim razesnere fixed by ihe Coszoonn ealtb Bank 
It hud been the practiue Of banks to lend at rati e of 6%, 7% 
aod uioio and it will bo noted (hat we have bxed 4^'^/a p a as 
the maximum rato at which banks miy now make advances 
The rate for pastoral finance companies has been brough* down 
to 5% Agriculture has of course, benefited fioancially with 
other groups in the commnuity The discount policy and open 
market operations of tbe Bank have not directlv afJe-ted 
agriculture. 

7' As far as the provision of finaooal assistance to the 
CO operative movement is concerned, we refer to cur comments 
regarding the Rural Credits Deparnnent of tbe Bank 

8. The Bank does not direetly place funds at the disposal 
of the Government free of joterest for eubsidiimg rural credit 
agencies- 

9 From our remarks regarding the Rural Credits and 
Mortgage Bank Departments of the Bank and from the pro- 
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visions of Parts Vlllsind IX of the 0( minonweiltb Bank Act, 
it will be seen that the departments mentioned provide abort, 
meclinm and long-term loans for agriculture . The capital 
funds of each of the two departmeuts have been provid'’d 
“free” by the Uaok and low rates of interest are charged on 
advances made by the Bank to the departments. 

lU- As the CeDiral Bank, the Commonu'ealth Bank 
exercises supervision, but does not undertake inspection 
of the various acncuhural credit agernciej As far as State 
banks are cuucerued, we lefor to aeotiuu ^ uf the Banking 
Act, from which it will be noted that certain provisions of that 
Act are not appticaole to such metitutions The Banking Act 
however! applies to the major baokn in Australia and such banks 
are required by that Act to lodge certain moneys in Special 
Accounts with the Commonwealth Bank (see Sections 17/32 of 
the Banking Act) and to follow an advance policy determined 
for them by the Gojumouweahh Bank (see Section 37 of the 
Baaktag Actl Part VI of the Baaking Act sets cut the 
statistics that banks are required to /uroisb* 

11* The Bank does not directly encounge or discourage 
export or import of particular agricultural commodities. 

13 We have referred above to the provisions of the 
Commonwealib Daok Act relating to the capitalization of the 
Rural Credits and Mortgage Bank Bepariraenta. The Bank 
doen cot make any contributiou towards the capital of other 
agricultural credit agencies 

13. It had long been considered that the eBtablishraent 
of a Mortgage Bank in Australia would be desirable and the 
coiDDiencemeut of the ^lortgage Bank Department of the Bank 
la 1913 was a change in the system of agricultural hnance 
intrcduced by the Bank The commencement of the Mortgage 
Bank Department constituted a sigoihcant event in the financ- 
ing of agriculture in Australia No other major changes have 
been made at the Bank’s euggeatioa. 

14> The Bank did not lay down any particular policy 
to increase primary production during the recent war but 
has DfliQ closely lo touch with the Commonwealth Government 
which has taken active steps to effect such an increase. The 
Bank n Economist and other experts have made important 
coiitributiouB )Lat Lave assisted id (he determination of Govern- 
ment palicy. 

» • ♦ 

Additional information given by the CommonweaUh Bank 
in Its letter dated 5th June, 1947 • 
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The General Banking Division of the CotnmonweaUh Bank 
lanris against aitr acceptable security As far as primary 
producers are conceroed, tbs secanty* in the majority of cases 
consiats of a mortsage to the Bank of an estate or interest in 
land by tbe borrower 

Advances bv the Qenerai Basking Division for purposes 
in b as to onvide pnunary prodncers with working capital are 
not maia far fixjJ periods Is tfaw regard we refer to pages 
2 and ^ of our letter of let Slay As indicated in fha* Utter 
the Oeasral Bankiog Divisios toads to pnotary producers on 
overlraft terms (te, the advances are theoretically repayable 
on demand albeit they are in the majority of cases, granted 
With the knowledge that they will uot be repaid for a Dumber 
of years) The period ivithio which repayment will be effected 
18 determined when the advaore is approved and vanes accord 
mg to tbe circumstanoes. eucb as the purpose for which the 
manev le required andi m tbe case of primary producers the 
class of productioQ is which tbe borrower is eogsged 

There is no maximum limit for individual advances made 
by tbe Oeneral B inking Divisioo to primary producers 

The Baak does not publish tbe amoont advanced directly 
to agrioiilturiste and we are aoable to give you figures he the 
last three years 

We assume your enquiry wby people go to other bodies 
when the rate of interest is tbe same for 1 ans made to indi' 
Tiduals and to other bodies arises d)re(.tly from the statement 
on page 2 of 0 ir letter <i( let May that the Oeneral Banking 
Division lends to bodies that in turn lend to primary producers 
The question wPy a' intending borrower e'ould appioach a 
body other than the Bank is, of course one for the intpading 
borrower to answer bot generally speaking the reason wby a 
borrower approaches another body is that he cnneidcrs be can 
obtain better terms, e? the provistcu of additional service 
For ZBStanoo as mentioned on page 4 of our letter oflslMay 
pastoral finance companies provide services relating to storage 
and display of produce end tbe sale to producers of supplies 
etc and thus eome producers are tied ’ to iDdividusl 
compacies 

Advances from the Rural Crsdite Departroeot (see page 
2 of oiir letter of let May) are made to cooperative aesocia 
tions maiketiDg boards and other bodies for the purpose of 
facilitating tbe marketing of primary produce Aa recognised 
oy you in the last paragraph on the hret page ot yourm'i’er 
of 12th Mav the RaraJ Credits Department does not lend 
directly to ladmdaala 
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for other indaRtrien connidercd to be (tenuioely 
national, *«, Trhich employ Brazilian prime 
materials or which exploit the country h natural 
resources, and also these u Inch are o/ interest 
to our national defeore 

Operations are ahvaya earned out bv meana of siened 
contracts acainst special cuarantees such as rural industrial or 
mercantile surety arreptable sponsors and in rases falling 
under paragraphs (jl (t) and (j) mortjracps 


Contract terms range from one to ten > cars as fellows * 


One vear 

-cases coming under paragraphs 

(c) (cf) (A) 

Two 

Do 

(a) 

Three 

Do 

{h) (e) (/; 

Five 

Do 

is). 

Ten 

Do 

(*i b) 


Interest of 7% 13 clarced m the case f t aracraphs (o) 
(h) (c) (dl, (e) (/) and (J) and from 7% if 9% per annum id 
the case of paragraphs (h) (t) anj tj' 

Loans are limited 

1 To agncnlture— «p to G0% of the estimated value of 
the crop immediately folJowinc the Joan operation "Crop’'ja 
understood to mean the complete cycle nf yegetable prodno* 
tion 

2 To cattle — up to 60% of the breeding returns esti- 
mated for the term of the operations 

S For improvement — np to the value of the net resnlts 
obtained through agncoUnral or rural exploitation during the 
term of the operation, baviua efrict regard to the paying 
capacity of the borrower 

4 To industry -up to the value of the reforms, improve 
menls or pnr>,hases for which the loans are intended, but always 
having regard to the paying capac ty of the financed, taking as 
basis the estimated output during the t‘nn of the loan operation 

No loan may exceed 60*/, of the value of guarantees 
offered 

During 1946, the Carteira de Credito Agricula e Indus* 
trial authanred loans (credits openedl to the total of 
Or S 2 319 492 841 00 This figare maybe broken down a? 
follows 
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OrS 923,168,288,70 
OrS 804 876,636 80 
Or$ 3,641 700 60 
CrS 271,422 088 90 
Or$ 316.496 126,00 

C 1 S 2 819,492 841 00 

7 The Carleira i }0 Credits Agricola e IndiHtrial attend? 
loans for tha same purposes and under identical conditions to 
Co operative Associations 

8 When partial or total frustration cf pledged crops 
occurs through nrt fault or la-k of diligence on the part of the 
financedi making luinidaiion of the loans impossible on the 
affiied dates, tbe 0 irteira <le Cred to tgrtcola e In 1 ts^r al is 
wont to grant further loans for the maintenance of the crops 
during the following asncuUnral seasons In this case, 
contracts falling due are kept open to ()« iiuiidate! with the 
reaults of the sale of the new crcps 

18, The inauguration, in 1937 of the Oarteira de Credito 
AgricoU e lodustnal of )the Banco do Brazil brought 
about & radioal change in the method of finani'iiig agriculture 
in Brazil Up to then, euch hnaucing was as a rule earned 
out bf merchauts wbo-^at heavr interest rales — advanced part 
of the purchasing price of the products The new system in 
practice, which makis tbe necessary fnnds available at the 
lowest possible interest rates 10 parts and at the right time for 
the financing of the crops, has proved most bonefiiial to 
agriculture 

14 Under special legislation decreed bv the Pederi! 
Government to stimulate tbe production of foodstuffs the Banco 
do Brazil through the Parteirs de Credito ApricoJa e Industrial 
extendel loans in 1916 and will continue to do so lu the 
current year — against mercantile e rety of rice black beans 
corn aova beans peanut sunflower seeds and wheat — at Bxed 
prices the beneficiaries bavmg the ophon of selling fheir 
products to the Federal GoTemmeat loaos being 1 qu dated by 
debit to the National TrcaSnrv Operations ( eiitg carried out 
this year comprise the immediatB sale to the Government 
through the Baoco da Brseil of eaid products 

16 Besides the Banco do Brail (thiougb the Carteira de 
Oredito Agneota e Industiall other banks als^ grant creuif fo 
agriculture ^ 


1546 

To agriculture 
To cattle 

To agriculture cattle 
To industry 

To agriculture induetry 



194 RESERVE BANK. OF INDIA & RURAL CREDIT 
Canada Bank of Canada 

In Canada, the ipeafic responsibility /or financial assis- 
tance to agncnlture rests almost eatire)y on agencies other 
than the central bank — alibongh the latter naturally has a keen 
interest in developments m this, as in any other, fields of credit 
^ueslion*t{nse reply 

6 One effect of the Central Bank's open market opera- 
tions and ‘ easv money” polity has been an aopreciab'e declite 
in the level of intereat rates The yield on lone-term Govern- 
meet bonds which was about fire per cent in the early nineteen 
thirties fell to about three percent by 1936 and is currently 
about 2 6 per oent Other interest rates have tended to decline 
by roughly tho same amonot as m the case of Government 
bonds At the present the typical rate of interest cn agncnl- 
turai mortgages and farm loans extended Py the commercial 
banks, is d per cent , in (he early nineteen thirties (he 
comparable rate woald hare been abooc 7 per cent 

15 The Canadian Farm Loan Board extends mortgage 
loans to farmers None- 

lif Agn''uUural credit iQ the fora of mortgages seeared 
by farm property has bees made available through a variety 
of public and private agencies a» well as by private indviduals 
The moat important public eonrees have been the governments 
of several provinces, which et one time or another have 
engaged in agncnltural mortgage lending and the Canadian 
Farm Loan Board Private institutions extending farm mort- 
gage credit have been (be life insurance companies and trust 
and loan companies In the special field of credit to war 
veterans wishing to e.slablj»h themselves on farms, the Federal 
Government has provided financial assistance following both 
world wars Commercial bank* provide agricnlture with 
short-term credits and since l9l4 with medium term loans for 
certain purposes nnder guarantee arrangements with the 
Federal Goverrment 

* * * 

Chile : Banco CentTal de Chile, Santiago 
Reply to the QueaUonnaxrt 

1 (\) The Central Bank of Chile may grant to the Agn- 
cnltnral Credit Institution when‘‘V8r the latter so reunests, 
direct loans up to a maximnni of 200 million pesos , and the 
said Institution may make use of this authorizatfon by contract- 
ing these loans in the form of promissory notes made out to 
the order of the Centra! Bank of Chile, at one year’s date. 
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bcariag interest eJ 1% per aBOuia and withoat special 
coarsntee (Art "2 of the Organjc Law of the Agricultaral 
Credit iQstitatioa Vo SI43 of llth Angost l'^4a) 

(U) The Agncultural Credit lostitotion tnar effect the 
following operations 

1 

2 Issue with the prior aathonratiOQ of the President 
of the Repablvc, and on a favourable report of the 
Committee of Public Credit lp to a maaitaam of 40 
millian pesos per anonm m credit bills or bonds 
with tnortEage goerantee for a term not eaceediog 
ten years sod lo the manner and noder (he coodi* 
tions established by tl e Regalatioos These bonds 
will be guaranteed by the State and may be acqnired 
by the Central Bank of Chile (Art 4 of the same 
Law 1 

(L) The capital of the AgncuU iral Credit Institution 
will be made np as follows 

(al \h) 

(e) With 900 million pesos *e the amount of the debt 
of the eaid lostitotioo to the Centre} Bank of Chile 
of which the State takes charge by virtue of this 
Law (Art 2o of the same Law } 

(D) the President of the Republic is aothonzed to issue 
bonds of the Internal Debt to the value of 870 million pesos 
These bonds will be allocated to caocel the various obligations 
which the AgriCDltoral Credit iD^ntnlion a stork company 
owes to the Central Bank of Chile and they Will be 
r»ceived by the Bank at their uomisal value f Trans tory 
Art 4 of the same Law ) 

(E) The bonds refened to in the preced ng article will 
earn interest at 7% per annum with an accumulative amorti 
xation of 1% also yearly and they will be exempt from all 
taxes or fiscal imposts however while these bonds remain 
m po^egsion of the Central Bank of Ghile> they will earn 
only 2®/9 interest per annam and the rate of amertuatioa will 
be that corresponding to a bond issue earning 7% interest with 
1% accumulative amertiiation 

The Central Bank of Chile may not transfer these bonds 
without the authorization of the President of the Republic, and 
subject to a report of the Committee of Public Cred t (Art 5 
of the same Law i 

(F) The participation corresponding to the Government 
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m the profits of the Central Batik of Chile will be dentined to 
meet the service on the bonds dealt with in Transitory 
Article 4 (Transitory Article 6 of the same Law ) 

(G) * The Central Bank of Chile may discount bills to 
which the Institute of Agncaltaral Economy is a party or make 
loans to it by means of promissory notf’S subsenbed by that 
Institution provide! that these bills or promissory notes arise 
from optrations covering the pnrcfaaes of wheat and its 
byproducts, or other farm products , .. 

These loans and discounts will be made for a term not 
eaceedine 180 days wilt earn 3% interest per annum and may 
not exceed in the acttrre^ate 120 mittion pesos 

The Centra, Bank of Chile can demand that a lien be 
constituted in its favour on the wheat and its byproducts or 
farm products which may have ciren rise to the loan or 
discount operations The value of the guarantee will be 
appraised by the Central Bank in each case 

The farm products given m guarantee to the Central Bank 
must remain deposited lo tbe General Deposit Stores 
(Art 4 of Law No 6211 of 10th October, 1939 ) 

(H) The Central Btnk of Chile i9 authorized to grant 
direct and indirect credits in tbe form of loan” discounts and 
rediscounts to the Agricultural Colonization Institution for 20 
million pesos. (Art 1 of Law No B185 of 80tb June, 1933). 

(!) Tie credits which the Central Bank may grant to 
the Agricultural Colonuation lostitution will earn interest 
not exceeding 3% per annum, including commissions 

Notwithstanding , the credits of the Agricultural Coloni 
sation Institution up to 10 oillioo pesos, will earn2%*inte* 
rest per annum .except in cases of delay in payment. 
(Art 3 of the same Law) 

(J) The agricultural co operatives will eB;oy tbe following 
privileges b Tbe Central Bank may discount billn of tbe 
' agricnltural co operatives at the name interest as that 
charged to member banks (Art 24 of Law No 4531 of 
15 January, 1929 ) 

2. See (1) (C) (O}, (L) aod (F) Since the conversion to 
fiscal bon 1? of the origwa} obligations of the Agricultural Credit 
Institution with the Central Rank, the Jollowing sums have 
been destined to form a fund for meeting the services on these 
bonds 
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First half of 1W6 ... $ 8.138.997,40 
Second .» , 1946 §12.18581692 

First ,, , 1947 . , $ 16.267.961,85 

As indicated under I (F), these amounts correspond to the 
participation of the Qovernmeat m the profits of Central Bank 
3 See I (Q and (J) Furthermore it must be borne in 
Btind thai the Central Bank of Chile, although it is prohibited 
to grant loans or eSsct discounts for periods over 90 days, may 
do so in the case of ‘credit instruments iully guaranteed bp 
agricuUnral products or livestock the due dates of which 
may be for a period up to six months (Art 34, paragraph 2 of 
the Organic Law of the Central Bank o{ Slst August, 192o) 
The total amount which the Central Bank may lend against 
docQinente of a usance more than 90 days must not exceed 
one half of paid up capital and reserves 



Disceiiots and loans to 
the Tnst of Agncoltaral 
Ecenripv 

Discounts 1 1 1 
Agriculture] i 
Co operatives ! 

Loans to 
the ptiMie 

June 

1944 

Millions of pesos 

6J 

100 

Dec 

1944 

63 


26 


1015 

103 


106 

1943 

44 


31 

June 

1946 

66 


91 

Dec 

1946 

45 


88 

Jaue 

1917 

27 

.. 

117 


(1) To give an id»a the beading 'L'laos to the public 
(warrants) has been included as the greater part of these 
credits correspond to faruting operations It is not possible to 
determine what amount of the bills rediscounted to the banks 
arise from farming operations nor also those discounted to the 
public , hence they have not been looloded in the above table. 

The rate of interest for operations with the Institute of 
Agricultural Economy is 3% per anoim, fixed by the respec 
tive law The rate of interest applied to loans to the pnblic 
la 4i% pet annum 

4 The Agncoltaral Credit lostitiitifin must make 
all its loans at a masimuro interest of 5% per annum including 
commissions The Agricn*tiital Colonisation Institution must 
grant credit facilities vilh interaet up to 4% per annum 
including commission and expepeek if these are accorded from 
funds obtained from the Central Bank of Chile witbio a margin 
pf 10 million pesos and up to 6% oa the amount m excess of 
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same [See I (I)] The operations oi these entities are 
supervised by the Snperintendence of Banks 

(1) This 11 * the balance of new loans that is to say. after 
deducting the credits which were substituted for fiscal bonds 

6 From the foregoing answers it is inferred that it baa 
been the desire to assist agriculture by means of loans accorded 
by the Central Bank of Chile to entities of a farming nature 
and at a \ery low rate of interest 

The results of this policy are not gitisUctary The follow 
mg figures serve to give an idea of these results The average 
level of loans made by the Bank which in one way or another 
have served to finance agricultural operations during the period 
1932 35 was approximately 20 million pesos This level rose 
up to the end of idl5 to atb miHion aod m l9(6 to 576 million 
Notwithstanding the genera) index of agncultDr^l production 
discloses an increase of ooly 4 8 per cent for the same period 
up to 1945 (latest figure available) 

ft must be remombered that this has occurred in spite 
of the fact that the prices of products have been 
CoctinuaDy locreasmgi which should also have served as a 
stimulant to farmers In efirect» during the period mentioned 
above the ueoeral index of the prices referral to rose by 
269% up to 1945 and by SibiVt up to 1^46 

10 The Superinteiidence mentioned sees that the 
laws governing these ineiilutions are duly complied with In 
effect it carries out inspections and calls for statements of 
affairs at ilates not previously advised, at least four times 
each year Furthermore the Board of Directors of the Central 
Back maintains a representative before the Conncils and 
Committees of these institutions, but his roissioo is limited to 
the revision of the documents which guarantee the credits 
which the Bank accords to these lustitutions 

* * * 

Denmark : National Bank 
^ueetton wtec reply to QuesUonmirt 

3, i and 5 See Se''tton in Metnorandum 

6 See Sections 2 sod 3 in Memorandum 

7 See section is Memoraodum 

14 It has been in the interest of the Danish Government 
dunsg the German occupation to produce first for the home 
market and a.s little as possible for export to Germany* 

16 The State loans to agriculture are not administered 
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by bttnk8> but bv the latmstnes concernej, c/ Section 5 in 
Uemorandum 

16 See Section b m Memorandum 

Memorandum 

As a main rule the Matioual Bank ot Denmark grants 
advances only Ibroiigh tbe docoontmg of comraorica] bills 
of exchange or aga ntt collateral aecnrity The following 
necoritiee are eligible Qoverumeat and municipality bonde> 
credit association debentures and a few shares subject to public 
quotation on the Exchange to the case of loans against 
collateral security the Bank has the right to call these loans 
without giving notice beforehand OenersUy agneulturiets as 
well as otlier applicants are able to borrow only subject to 
these rules, and thus cannot obtain ad lances in the National 
Bank — for shorter or longer time— against security in r“al 
estate live stock or crop tbo common (onn of security when 
lending to farmers Tbe onlv eiceptiont are loans granted 
against State (iuarantee to marl associations cooperative 
associations of ground ovrueni for carrying onf focal uarf work 
These loans are charged the loweit rate of interest of tbe 
National Bank p t 4*1$ pa and have a term of years 
The National Bank say cal) these loans from the Stats with 
a notice of three months The total amount of loans against 
State Guarantee was ^ milt Rr as per oltimo 1948 
e « e 

In tbe years of cusis alter 1930 the National Bank has 
maintained its lending ru'es and as a conaequence have not on 
the whole assisted agriculture by direct lendug. On the 
other hand the bank has through its liscouat poiicv and 
open market operations caused a lowering of tbe level of mte 
rest and through this channel supported agnc lUure us well 
S9 tbe otlier iradvs of DeDmark Thie decrease if interest 
for agncultnre in Denmark financed mainly by long term mort 
gage loans granted by the credit associations has entailed a 
conversion of a part ot »ts dear 4l and 5 per cent mortgage 
loans to 4 per cent Thu conversion involved an amount of 
of Sr 600 million or cno'third of the total mortgage debt cf 
agriculture carrying high rates of interest 

• * * 

During the German occupatioo of Denmark from 1940 to 
1916 tbe conditions of the Danish agriculturists were such that 
it was not necessary to take special subsidiary measures in 
that period This was doe to tbe monetary expansion caused 
by the forced financing by the Denmark’s National Bank of the 
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export to Germany and the de1i\eriefi to the German occupation 
forces in Denmark Owing to the expan^non a marked decrease 
in the Jevel of interest took place «o that it became possible 
for the farmers to obtain long termed mortgage credits from 
the private credit aRSociations at an actual rate of interest 
of about 8 6 per cent Forlhermore* shortly after the ocenpa 
tion of Denmark m 1940 the prices of Danish agnrullural 
produce were irereased vcri eonstderabli In these ways the 
incomes of Danish agriculturists were greatly improved during 
the occupation 

* * * 

After the end of hostilities in Europe Great Britain 
again became the principal market of Danish agricultural 
prodnee As prices of agncnltoral produce in Great Britain 
were much lower than the export prices fixed m Denmark 
daring the IVar a price agreement was eoitchided in August 
19 16 with Great Britain providing for prices of the most 
important agncnltitral produce f Putter ba'-on and eggs) decjin 
tng according to a certain scale In coosegoence ff this agree* 
ment the Danish Government was put to tlie necessity of 
granting subsidies to the export of aericiilturB) produce Even 
after the conclusion in July l9lb and Febrnn-y 1947 of new 
Anglo'Danish Agreements which etipolated somewhat higher 
prices of the produce mentioned the subsidy policy has 
necessarily been contioned As things are. however the 
administration of these enbsid«r« is outside the pcope of our 
Bank 

Ireland The Central Bank of Ireland, Dublin 

1 The Pentral Bank of Ireland may rediscount certain 
agricuUnral bills under powere conferred by Section 7 of the 
Central Bank Act 1942 

♦ • » 

Japan The Bank of Japan, Tokyo 

2 Neither allocation nor earmarking of profits is made 
for financing 

3 However, it is an andispotable fact that the Bank of 
Japan has contributed mmb trward smooth operation of the 
agricultural financing by carrying out discfonting of food 
certificates issued by the Government In Japan, the Govern 
ment purchases nee, wheat and other stajie food, which 
constitute 40% is the total value of the agricnltnral products 
in order to ration the food amdng general consumers 

In purchasing agricultural products, the OovemmePt 
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has made it a rule to deliver tiie sd'Celled food certliicstes> 
bcantig interest of Sen 14 per diem with a period of around 
one monthi to the ZenkokuNoeyo Kai or the Tapao Agricultural 
ABSociationj which is the purchasing agent of the Government 
The certiScatea thus delivered are known as “the delivered 
food certificates’ In case fanners need rash iraiuediately, 
the Agricultural Association pays the rash after seeding 
discount of food certificates by the Bank of rTapan 

In view of the fact that the Central Co-operative Bank of 
Agriculture and Industry was acting as the agent of the Japan 
Agricultural Aesociation as to acceptance and discount of food 
bonds, actual trausactioua were made between the Central 
Co operative Bank and the Bank of Tapaa It may be added 
that the Central Co-operative Bank of AgriruUure aud Forestry 
18 an organ included in the same organizational structure with 
the Japan Agnoultural Association 

On and after Febrnarv I. tins year, the above system has 
hsso changed •‘‘to asks cash payment femes, whsat and other 
staple food purchased by the Government As the result of the 
ehangs, the Ooveroment in case it needs funds for the pur- 
chase oi staple food, will hereafter issue bills redeemable 
within one year or make borrOwines at the expense of the 
“food control special account” The Bask of Japan will 
accordingly either underwrite the bills or make ndvasees to 
the special account This will mean accommodation oi funds 
by the Bank of Japan to the Governmeul for the purchaae of 
the sgncultural products' Jo this souse, it may be regarded 
that the Bank of Japan ‘’is affording facilities for the agncul* 
tural industry" indirectly 

It may be added that the food certificates purchased by 
the Bank of Japan during the seven month period between 
September 1946 and Uarcb 194T which was the principal 
season for the purchase of the 1946 nee. totalled 
16,710 million yen 

7. The Bank of Japan assists the Central Oo operative 
Bank of Agriculture and Forestry jd its fund operation by accom- 
modating temporarily needed funds The Central Co-opera 
live Bank of Agriculture and Forestry is the nucleus of finance 
for business of vanouB agricultural co operative unions 

New &a!and ‘ Reserve Bank of New Zealand, Welliostoo 

Section 13 (d) and 18 («) of the Reserve Bank of New 
Zealand Act 1933, authorise the Bank to discount rediscount, 
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boy or ^el! bills of escbance arisioc from apncultural transac- 
tions in New Zealand and a recent amendmpnt to the Act wbicb 
replaces an earlier provision of a similar nature (Section 
13 ( 93 ) empowers the Bank to grant accommodation by way 
of overdraft 'to any Board or other authority having statutory 
powers in relation to the marketing of any New Zealand 
produce, for (he purpose if financing the purchase and market 
jDg of any such prodaco” 

» * » 

Sweden i Sferigea Rikshank, Stockholm 

The Sverigen Ribsbank does not hold any special loans lor 
agricultural credit but. being directly subordinated to the 
Riksdag, the Bank may be commissioned to administer funds 
granted by (he Riksdag For the time being there is only one 
such fund namely the spanomalskreditfonden’' the pnrpese cf 
which is td support the farmers br adraDcing money on 
cereals 

Switzerland : Swiss National Bank, Zurich- 

The Swiss National Bank is, by Btatnte, intrinsically an 
issuing, clearing and diecounting bank, and is autbdrised to 
conduct only c’earlr defined traosactions enumerated la the 
Bank Act According to the«e regulations, the Swiss National 
Bank IS allowed among other transactions, to diaconot bills 
and cheqaes issued to “order” arising cut of agricnltaral 
dealings on condition that 

they are based on commercial transaction, the due date 
does not eaceed 3 montbe. and they bear at lea«t two 
signatures of persons known to be solvent and in- 
dependent from each other 

These agricultural bills constituted in the past, however, only 
a comparatively small amount of the total of the National 
Bank’s holding Only exceptionally did these bills originate 
from individual farmers Usually they were issued by agncnl* 
tural ro operative societies in order to cover certain export 
transactions Daring t&e aecaad TVorfc/ U’ar, fbe S'wtst 
National Bank also facilitated the financing of agricnltaral 
production which had been considerably intensified by way 
of rediscounting so railed melioration bills These bills can be 
drawn by agncnltural corporations rural or tnonioipal com* 
munities, and ' Kantone” (» a the sovereign States within the 
Swiss Confederation) for the purpose cf financing the meliora* 
tion of land, esppciallv the cJesrance of woodland for rnltira- 
tion, the draining of marsh land, etc In every ease in which 
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the National Bank placed their credit at the disposal of agn* 
culture it was destined to provide working capital for aRricul- 
tural development Owing to the special canstitutjon of the 
bank, loans especially mortgagea, cannot be authorised 
UoUed States of America Federal Reserve System 

While the Federal Reserve Buks do not extend loans 
directly to cultivators the condition of the agricultural 
segment of this economy in a matter of great concern to the 
Federal Reserve System Recognition of it<! 'mportancn la found 
in bet.tioo 10 of the Federal Reserve Act, which provides that 
lu selecting the members of the Board of Qovernora of the 
Federal Reierve System the Preiident "nhali hsve due regard 
to a fair representation of the financial, agricultural, industrial, 
and commercial interests and geographical divisions of the 
country” Also agricultural con litiona are a subject of cons* 
tant study by the research departments of the Federal Reserve 
Banks* several of which employ agricultural economists for the 
parpose 

The Federal Reserve Raoke have power to discount BgrieuU 
tural paper for banks which aie membeis of the Federal 
Reserve System In fact for somo tiino practically all 
ore lit accommodations afforded member banks by the feleral 
Reserve Banks havo b»ep in the form of the msrabcr'baeke' 
promissory notes ercured by United States Government 
obligations Formerly, however, a great deal of use was made 
of the diBcount facilities of the Federal Reserve Banks and 
momber banks located in rural regions have been greatly aided 
in financing crop movements bv Iheir access to Federal Reserve 
discounts and advances 
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